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PREFACE

The hearings here in published were held join tly by the  Subcom
mit tee on Asian and Pacific Affairs and the  Subcommittee on 
Inte rna tion al Economic Policy and Trade in an effort to clarify  
issues rela ting  to United Sta tes-Japa n economic relations .

The init ial hear ings  in this  series focused on the  issue of J ap a
nese automobile exports  to the  United Stat es and, in par ticu lar,  on 
House Concurren t Resolution  363, a  resolution calling  on the  P resi 
den t to  negotiate with representat ives  o f the  Ja pan ese  Government 
a t emporary restr ain t on the  ex port of Japane se automobi les to the  
United States.1

In subsequent hearings the  subcommittees  expanded their  in
quiry  to include such issues as marke t access, non tar iff bar rier s, 
government procurement, and inve stment opportuni ties and to ex
plore both short- and long-term approaches to their  resolution.

The subcommittees also atte mpted to address issues rela ting to 
indu strial policy in both the  U nited  States and Japa n and to weigh 
the  advantages and disadvantages of various approaches to rein
dustr ialization  in the  United S tates.

Finally , the  subcommittees atte mpted  to relate  the  hear ings  to 
specific dis trict  concerns with  respec t to  U nited  S tates-Japan t rade .

Clearly, the re are  no easy solutions to the  issues addressed 
during these  hearings bu t it is t he hope of th e subcommittees  th at  
these hear ings  will help to define and clarify  the  issues and to 
develop and assess policy options.

Lester  L. Wolff,
Chairman, Subcommittee on

Asian and  Pacific A ffairs.

•See text  of H. Con. Res. 363, and the ame nded  vers ion which  was repo rted  out  by the 
Committee on Foreign Affairs .
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UNITED STATES-JA PAN ECONOMIC RELATIONS

TUESDAY, SEPTEMBER 16, 1980

H ouse  of Repr ese nta tiv es,
Com mit tee  on  Fore ign  Affairs ,

Subco mmittees  on  Asia n and  P acific  Affa irs  
and  on Int er na tio na l Econo mic P olicy and  Trade ,

Washington, D.C.
The Subcommittee on Asian and Pacific Affairs and the  Subcom

mittee on Inte rna tional  Economic Policy and Trad e met joint ly at 
2:05 p.m. in room 2172 of th e Rayburn House Office Building, Hon. 
Leste r L. Wolff, cha irm an of the Subcom mittee on A sian and Pacif
ic Affairs, and Hon. Jona than  B. Bingham, chairm an of the  Sub
committee on Int ern atio nal  Economic Policy and Trade,  presiding.

Mr. Wolf f. The subcom mittee s will come to order.
Today the  Subcomm ittee on Asian and Pacific Affairs, together  

with the  Subcommittee on Intern ationa l Economic Policy and 
Trade, chaired by Cha irman Bingham, are  holding the  firs t in a 
series of hearings on United Sta tes-Japa n economic relat ions  and 
industr ial policy.

Our objective in this  series  of hear ings  is to examine the  major 
economic issues th at  are  involved in Unit ed Sta tes-Japa n relat ions 
today: Auto imports , Governme nt procurem ent, ma rke t access, 
non tar iff barriers, and inve stment opportuni ties; and to explore 
both short-  an d long-term solutio ns to exist ing problems.

Additionally, we will seek to explore popu lar perceptions of 
United Stat es-J apan economic rela tions and  the  ext ent  to which 
those perception s correspo nd with  economic realiti es.

AFFECTING POLITICA L RELATIONSHIPS

As the  geograph ical and func tiona l subcom mittees  of t he House 
Foreign Affairs Commit tee charg ed with oversig ht respons ibilities  
for the  Unite d Stat es-J apa n relationship, we appro ach these  he ar
ings with  the concern th at  the  curre nt issues affect ing the  rela tion 
ship, while overwhelmingly economic in nat ure , if left unresolved, 
may signific antly affect the  overal l political and diploma tic tex ture 
of our  relation s.

Thus, the  issues involved are  app ropr iate  for the  exercise of our 
oversig ht juris dictio n.

This afterno on, and again tomorrow  at  3 p.m., which is a change 
in time, in this  room, we will focus on the  auto  impo rt issue and 
take  public testim ony from ind ust ry and Members of Congress on 
H. Con. Res. 363, introd uced by the  Honorable Carl Pursell of 
Michigan, and refe rred  to  t he Foreign  Affairs Committee.

(l)



2

We will be part icularly  interested in developing recommenda
tions regarding the  advantages and disadvantages of ac tion by the U.S. Government  in  th e present situa tion.

Additional hear ings in this  series are  scheduled for Thursday, September 18, at 2 p.m., in room 2172, Rayburn House Office Building, and on September 24 at 2 p.m. in room 2200, Rayburn.

NONTA RIFF BARRIERS

On the 18th, we will expand our focus to include issues rela ting  to non tari ff barriers,  market access, investment opportunities , and Government procurement.
On that  occasion our witnesses will be the  Honorable Robert Ingersoll, former Ambassador to Jap an, and presently cha irman of 

the  United Stat es Wisemen’s Group of the  Japa n-United States Economic Relations Group; the  Honorable Richard Cooper, Unde r Secre tary of Sta te for Economic Affairs; the  Honorable Robert 
Horma ts, U.S. Deputy Special Trade  Representat ive; and the  Honorable Jim Jones of Oklahoma, cha irman of t he House Ways and Means Subcommittee on Trade  Special Task Force on United States-Ja pan Trade.

INDU STRIAL POLICY

On Septem ber 24, our subject will be indu stria l policy and our witnesses will be the  Honorable Andy Irela nd of Florida; Prof. Amitai Etzioni of George Washington Univers ity; Mr. Thomas Hout of the  Boston Consulting Group; Prof. Gary Saxonhouse of Columbia University; and Dr. Stephen Cohen of American University.
Today’s witnesses are  Mr. Will Scott, vice president of North American Ford Motor Co.; Mr. Wendell Larsen, vice president, Chrysle r Corp.; and  then our second panel, Mr. Robert McElwaine, president of th e American Intern ationa l Automobile Dealers  Association.
I would now like to yield to my cochai rman, Mr. Bingham.

SU PPING IN ECONOMIC STRENGTH

Mr. Bingham. Thank you, Mr. Chai rman . I am delighted to join with you in this important series of hearings and in welcoming our witnesses.
Not so long ago the  United  S tates  was unquestionably the  strongest economic power on Ear th. I would argue that  we still are, but we a re cert ainly slipping. Today we lag behind  indu strial competitors  in a number of key product lines.
The reasons  for this  decline are  many, intertwined, and still not fully understood.  Tha t is why this series of hear ings  beginn ing today are  so important.  We must get moving again. We can succeed, just as we have responded well to challenges in the  past. But firs t we need answers. We need to map out the  dimensions of our  problem, and we need to move forward quickly with solutions.
Here  are  jus t a few of the  issues the  Congress mus t sort out immediately , if we are to regain a competit ive edge in intern ational trade. On tax  policy, we a ll note th at  our indus tries,  than kful ly spared from hostile bombs in World War II, did not have to recon-
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stru ct in the afte rma th of th at  terr ible  upheaval, but  now many 
plants are  old and must  be rebuil t. What is the  best way to pro
ceed? What deprecia tion on inves tment policies will work most 
effectively to stim ulate modernization?

INCREASE R. & D.
b On resea rch and development, evidence also shows tha t we must

increase our expenditures which have fallen behind the  Japanese , 
but  wha t R. & D. requirements  are  most pressing? In which areas

B has the  great American genius for innovation lagged the  most?
As to export promotion, no doubt we can do more to enhance 

U.S. export  promotion, but  precisely how can we improve export 
financing and export awareness? Are there laws presently hinder
ing exports that  ought to be amended?

Of special focus in these  hear ings  is the possibility of a mora tori
um for 2 years  on shipm ents  to the  United States of Japa nese 
automobiles, as proposed by House Concurren t Resolution 363. Ex
actly wha t would be the  effect of this  so-called brea thin g space?

Does the  proposal violate the  spir it of the  multilateral trade 
agreements recent ly approved by the Congress?

Would endorsement of this proposal by Congress lead to wide
spread protec tionist  efforts and  reta liat ion by the  Japa nese and 
others?

The list goes on. We know some answers to these  questions, but 
of course ve need more information. So I am delighted , once again, 
to join  my co1’ ague from New York, Congressman Wolff, in these 
hear ings  whi. n, although they  may not provide definitive solutions 
to our cu m.? 4. woes, I am sure  will carry us fur the r along the  road 
toward  proper re: vlies.

Mr. Wolff. Thame you very much, Mr. Bingham.
Mr. Scott and Mr. Larsen. If you would like to summarize your 

state men ts, you a re perfectly at  liber ty to, or to read  them in toto. 
Without objection, th e sta tem ents will be included in the  record at 
the  appropria te point.

Go ahead, Mr. Scott. Would you please proceed.

STATEMENT OF WILL SCOTT, VICE PRESIDENT, GOVERNMENT  
RELATIONS, FORD  MOTOR CO.

Mr. Scott. T hank  you. I am Will Scott, the vice pre sident of Ford 
Motor Co. We welcome the intere st of these  commit tees in an issue 
so c ritica l to our indus try. Surely the  issue of United  States-Japa-

• nese economic relat ions  centers around automotive trade.
The automotive trade deficit more tha n accounted for the  tota l 

U.S. trade deficit with  Japan last  year, and automobiles are  the  
single largest U.S. trade def icit item afte r oil.

• A look at the  histo ry of Japanese automotive trad e policies 
quickly reveals the reasons for these  deficits. As Japan developed 
its automot ive industry,  it imposed rest rictions on imports of for
eign cars and on foreign au tomot ive investment.

Its tarif fs were among the  highest in the  world. At the  same 
time, the  Japanese  G overnment  bestowed upon its own producers a 
great variety of special tax  credit s and expor t subsidy benefits to 
accelerate  growth to what we call  world scale.



It was only in the  early 1970’s, aft er its position in its home market was unassailable and Japanese domestic demand satura ted  that  Jap an began, first, to advocate free competit ion for world automotive t rade by lowering it s own tari ffs; and second, to ini tiate a massive increase in car and truck exports.
These Japanese trade practices were con trary to those followed in the  res t of the  world—where  world-scale automotive markets  have been served primarily by local auto  production open to foreign and domestic investors alike.
This pat tern outside Jap an has crea ted automotive jobs, technology and investment vital to the  growth  of th e host count ries with out producing large  t rade deficits.
Some of the leading European auto  producers now are extend ing this pattern to production ventures here in the  United States.

JAPA NE SE SHA RE OF U.S . MARK ET

In the  U nited  States, the Japa nese sha re of the  marke t has risen sharp ly over th e las t decade:
Japa nese impor ts increased from 2 percent of the  U.S. car market in 1969 to 16.6 percen t in 1979 and over 21 percent so far this year.
The growth in the  Japane se truck sha re has been ju st as d ram atic—escala ting from 1.6 percent in 1969 to 19.4 percent in the  first  half of 1980.
Total Japanese-produced cars and truc ks are  being sold in the United  State s at  an ann ual  rat e of more tha n 2.5 million units.In 1977 and 1978, these  r ising  im ports  began to injure the  domestic indus try, bu t boom sales year s masked the  effects. In the  las t 2 model years , however, the  increase in impor ts has come directly at the expense of U.S. production and, more important ly, U.S. jobs.Sales of domestically produced cars in the  second quarte r of thi s year  were at a 1959 sales rate , about 5.5 million units.
The truck story is about the  same. The rate of domestic truc k sales, afte r more tha n doubling between 1970 and 1978, declined by about an equal amount from 1978 to the  second quart er of this year.

DECLINE IN  DOMESTIC PRODUCTION

As a result of this decline in domestic production, all four domestic man ufac ture rs reported losses in the  second qua rter , and according to estim ates  by industry analysts,  all may repo rt losses for the  entir e year.
Nearly 240,000 autoworkers  are  on indefinite layoff and hundreds of thousands  more in supp lier industries while Japa n is providing much of its volume on overtime.
More tha n 1,600 domestic automotive deale rs have closed the ir doors.
In these last  2 years, the  Japa nese have  taken a windfall advantage of the  extremely abrupt U.S. m ark et shif t that  occurred when gasoline prices—held at artificially low levels for year s—suddenly doubled. Although U.S. producers were well along the  way to doubling the  fuel efficiency of the ir fleets, we were not yet equipped to meet the  sudden change in U.S. consumer buying habits.
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The Japa nese were the re with small cars designed for a home 
ma rke t long used to high gasoline prices, congestion and shor t 
distances, and with a production capacity  f ar in excess of the needs 
for th e Japanese home m arket.

In 1979, the  United States received 45 percent of J ap an ’s auto
motive exports. It ’s likely that  the  United States will remain the  

w prim ary tar ge t of exports because: First , most of the  major  coun
trie s in the  res t of the world have already acted to res tric t Japa 
nese imports in some way or another ; second, the  United State s is 
the  largest market in the  world, and even small  percentage  in-

■ creases  t ran sla te into large  numbers of vehicles; and third, the  U.S.
tar iff  struc ture for cars is among the  world’s lowest and without 
any formal or informal local content or other rules th at  generally 
res tra in imports in other par ts of the  world.

IM BALANCE IN  TRADE

So, in summary, the  imbalance in the  United States-Japanese  
auto  trade has reached  crisis propor tions and it shows no signs of 
abating. This year  the  Japane se product ion rat e is up 1.4 million 
uni ts from 1979 and repo rts available to us indica te additional 
capacity—more tha n a million uni ts—will be insta lled by 1982.

With the  U.S. in dustry in the  mids t of an $80 billion program to 
convert its production and facilities , and Japan evidently int en t on 
paying its oil bill with auto  exports, the re is g rave danger th at  the 
Japa nese will take  an even gre ate r advantage  of this open U.S. 
market.

In our view, tim e has run  out for easy solutions. One would have 
hoped th at  Jap an  long ago would have recognized the  damage 
being done to the  U.S. economy and  the  productive sector  by its 
trad ing  policies and would volu ntar ily limi t its exports to the  
United States durin g the  unpreceden ted conversion period.

VO LUNTARY CUTBACKS

Ja pa n’s Ministry  of In ternat ion al Trade and Industry (MITI) has 
itse lf urged the  producers to volu ntar ily cut back on shipm ents to 
the  United States , but  previously the  companies have not heeded 
MITI’s reques t, so it  r ema ins to be seen whether they  will act now. 
Meanwhile, the  Japanese companies  continue to report record high 
exports to the  United  States.

Ford Motor Co. has urged the  Carter adm inis trat ion to init iate
• government-to-government talk s with J apa n. When it became clear 

th at  the  adm inis trat ion was unwilling to take any action, we 
availed  ourselves of the remedy  route set forth  in U.S. t rad e laws. 
We and the  UAW, separately, have  petitioned the  Internatio nal

• Trade Commission, asking for a temporary  remedy  to res tra in in
jurious  im ports  from Jap an.

Our proposed remedy  would not penalize  imports from other  
countr ies, which have not increased substan tial ly in this period.

We think  that  our peti tion is p recisely  in line with  the  purposes 
for which section 201 of the  trade  law is intended—that  is, to 
provide tempora ry relief from a sudden, harmful, and una ntic ipat
ed surge in imports.



As you all know, the ITC process is a lengthy one—we unde r
stand the ITC will not finish its work before November 24. The 
administ ration then has ano ther 60 days to decide whether to 
accept, reject, or modify the  ITC recommendation, which means 
that  negotiations will probably not begin unt il aft er the  firs t of the  
year.

In these  circumstances, the  route of congressional action is ap
pealing, as it offers the opportunity to accelerate  this  process. 

SUPPOR T OF HOUSE CONCURRENT RESOLUTION 363

The let ter  of invitation to this  hear ing  referred to House Concur
ren t Resolution 363, which would urge  the  Pres iden t to en ter  into 
negotiations with  Jap an with  respect to a tempora ry auto  import 
rest rain t.

We would, of course, support  such a resolution. From our point  of 
view, however, given the adm inis trat ion’s reluctance on this issue, 
a jo int resolution would be prefe rable  in that  the  autho rity  would 
have the force of law.

For this reason, we are  u rging supp ort of House Jo int Resolution 
598 and its companion, Sena te Jo int  Resolution 193 in the  Senate. 
These resolutions would authorize, bu t not require, the  adm inis tra
tion to enter into auto impor t r es tra int negotiations.

Congressional approval of such a resolu tion would be a strong 
and unmistakable signal to the  Jap ane se Governmen t th at  the  
United  States simply does not inte nd to tole rate  the  loss of Ameri
can jobs, production capacity, and tra de  dollars th at  Japan ese  t rad 
ing policies have  caused.

[Mr. Scott’s prepared s tatement  follows:]
Prepared Stat ement  of Will Scott, Vice  P resident, Gov ern ment Relations, 

Ford Motor Co.
We welcome the  interest of the Committee in an issue so critical to our industry. Surely the issue of United States-Japanese economic re lations  centers  around auto

motive trade. The automotive tra de deficit more t han  accounted for the tota l United States trade  deficit with Japan last  year and automobiles are  the single largest United States trad e deficit item after oil.

HISTORY OF JA PA NE SE  TRA DE POLICIES

A look a t the history of Japanese automotive  trad e policies quickly reveals the 
reasons for these deficits. As Japan developed its automotive industry, it imposed 
restrictions on imports of foreign cars and on foreign automotive  investment. Its tariffs were among the highest in the world. At the same time, the  Japanese  
government bestowed upon its owi. producers a great variety of special tax credits 
and export subsidy benefits to acce lerate growth to “world scale.” I t was only in the 
early 1970’s, after  its position in its own home market was unassa ilable and Jap a
nese domestic demand saturated that  Ja pan  began: (1) to  advocate  free competition 
for world automotive trade—lowering its own tariffs; and (2) to init iate  a massive increase in car and truck exports.

These Japanese trade  practices were contrary  to those followed in the  rest  of the 
world—where world-scale automotive  markets  have been served primarily  by local 
auto production open to foreign and domestic investors alike. This pat tern outside 
Jap an has created automotive jobs, technology and investment vital to th e growth of 
the  host countries without producing large  trade deficits. Some of the  leading 
European  auto producers now are extending this pat tern  to production ventures in the United States.

In the  United States, the Japanese share of the market has risen sharp ly over the last  decade:
Japanese  imports increased from 2 percent of the United States car  marke t in 

1969 to 16.6 percent in 1979 and over 21 percent so far th is year.
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The growth in the  Japanese  truck share has been just  as dram atic—escalat 

ing from 1.6 percent in 1969 to 19.4 percent in the first  half  of 1980.
Total Japanese-produced cars and trucks are  being sold in the  United States  

at  an annua l r ate  of 2.5 million units.

RIS ING  IMPORTS INJU RE  DOMESTIC IND USTRY

In 1977 and 1978, these rising imports began to injure the domestic industry, but
• boom sales years masked the effects. In the last two model years, however, the  

increase in imports has come directly at  the expense of United States  production 
and United States jobs:

Sales of domestically-produced cars in the second quarter of this year were at 
a 1959 rate—about 5.5 million units.

■ The truck  story is about the  same. The rate of domestic truck sales, afte r
more t han  doubling between 1970 and 1978, declined by about an equal amount 
from 1978 to th e second quar ter  of 1980.

As a result  of this decline in domestic production, all four domestic manufac
turers  reported losses in the  second quar ter, and according to estima tes by 
indust ry analysts all may re port  losses for the  year.

Nearly 240,000 auto workers are on indefinite  layoff and hundreds of thou
sands more in supplier  indus tries while J apa n is providing much of its volume 
on overtime.

More than  1,600 domestic dea lers have closed th eir  doors.
In these last two years  the  Japanese  have taken a windfall advantage of the 

extremely abrupt United States market shift that  occurred when gasoline prices— 
held at  artificially  low levels for years—suddenly doubled. Although United States  
producers were well along the way to doubling the fuel efficiency of the ir fleets, we 
were no t yet  equipped to meet the  sudden change in United States consumer buying 
behavior.

The Japanese were there with small cars designed for a  home market long used to 
high gasoline prices, congestion and shor t distances and with a production capacity 
far in excess of the needs for the Jap an marke t. In 1979, the United  States received 
45 percent of Japanese automotive  exports. It ’s likely that  the  United States  will 
remain the  pr imary targ et of exports because: (1) most of the major countries in the 
rest of the world have already  acted to rest rict  Japanese  imports in some way; (2) 
the United States is the  larges t market in the  world and even small percentage 
increases translated into large numbers of vehicles; and (3) the United States  tar iff 
stru ctur e for cars is among the world’s lowest and without any formal or informal 
local content or other  rules that  generally rest rain  imports in other part s of the  
world.

TRA DE IMB ALANCE

In summary, the imbalance in United Stat es/J apa nese auto  trad e has reached 
crisis proportions and shows no signs of abating. This year  the Japanese  production 
rate is up 1.4 million unit s from 1979 and reports available to us  indicate additional  
capacity—more than a million uni ts will be instal led by 1982. With the United 
States indus try in th e midst of an $80 billion program to convert its production and 
facilities, and Japan  evidently intent on paying it s oil bill with auto  exports, the re is 
grave danger  that  the Japanese  will take even greater advantage of the open 
United States  market.

In our view, time has run  out for easy solutions. One would have hoped that  
Jap an long ago would have recognized the damage being done to the  United States 
economy and productive sector by its trad ing policies and voluntarily limit its

• exports to the  United States during this  unprecedented  conversion period. Jap an ’s 
Ministry of In ternation al Trade and Industry (MITI) has  itsel f urged the producers 
to voluntarily cut back on shipments to the United  States but  previously the 
companies have not heeded MITI’s request so i t remains to be seen whether they 
will ac t now. Meanwhile, the  Ja panese companies continue to repor t record highs of

• United States  exports.
UN ITED  STATES-JA PA N TALKS

Ford has urged the Car ter Administra tion to initi ate government-to-government 
talks with Japan. When it became clear that  the  Administra tion was unwilling to 
take any action, we availed ourselves of the remedy route  se t fo rth in United States 
trade laws. We and the  UAW have petitioned the  Internationa l Trade Commission, 
asking for a temporary remedy to rest rain  injurious imports from Japan. Our 
proposed remedy would n ot penalize imports from othe r countries, which have not 
increased substant ially.



We think  tha t our petition is precisely in l ine with the  purposes for which Section 201 of the trade law is intended—i.e., to provide temporary relie f from a sudden, harmful and unant icipated surge in imports. As you know, the  ITC process is a lengthy one—we unders tand the ITC will not finish its work before November 24. The Adminis tration then has another  60 days to decide whethe r to accept, reject or modify the ITC recommendation—which means  that  negotiations will probably not begin until after the first of the year. In these circumstances, the  route of congressional action is appealing as it offers the  opportuni ty to accelerate the  process. 
UR GE  APPR OVAL OF HOUSE CO NC UR RENT  RESOLUTION 363

The letter of inv itation to th is hearing refer red to H. Con. Res. 363, which would urge the  President to ente r into negotiations with Jap an with respect to a temporary  auto impor t restraint. We would, of course, suppor t such a resolution. From our point of view, however, given the  Administra tion s reluctance on this  issue, a joint  resolution would be preferable in that  the  authority  would have the  force of law. For this  reason, we are  urging support  of H.J. Res. 598 and its companion S.J. Res. 193 in the Senate. These resolutions would authorize—but not require—the Administration  to  en ter into auto import res tra int  negotiations.Congressional approval of such a resolution would be a strong and unmis takable signal to the Japanese  government that  the United  States does not intend to tolerate the loss of American jobs, production capacity and trade dollars that  Japanese trad ing policies have caused.
[Mr. Scott subsequently subm itted  the  following:]

Ford Motor Co., 
Dearborn, Mich., October 14, 1980.

Hon. Lester L. Wolff,
Chairman, Subcommittee on Asian and Pacific Affairs,
House of Representatives, Washington, D.C.

Dear Chairman Wolff: Enclosed is the transc rip t of my remarks  at  t he  September 16 hearing on U.S./Japan  economic relations.
Ford’s relationship with Toyo Kogy needs some clarification. While Ford has a 25
gjrcent equity inte rest  in Toyo Kogyo, we do not partic ipate  in any way in Toyo ogyo’s dis tribution of vehicles sold in the  U.S. under the  Mazda tr adem ark.  We do purchase and distr ibute  a relatively limited  quan tity  of light  trucks from Toyo Kogyo, called Ford Couriers. This is in contras t with Chrysler’s serving as the only U.S. distributor for Mitsubishi. Since Ford has  no voice in Mazda U.S. distribution matters, we are  not involved in export planning  for those vehicles. Indeed, the agreement under which we acquired 25 percent of TK precludes Ford participat ing in Toyo Kogyo’s U.S. distribution.

Also, we have included a page from the House Ways and Means Committee repor t of June 16, 1980. This was misquoted in the  questioning—which led to a somewhat confusing line of responses.
We apprecia ted the  opportunity to appe ar before these subcommittees and welcomed the subsequent adoption of a  concu rrent  resolution on U.S ./Japan  trad e by the full committee.

Sincerely,
Will Scott.Enclosures.

* * » « » » «
During the  1970’s Detroit again introduced its answer to imports: the  Ford Pinto/ Bobcat and the Maverick, the General Motors Vega/Ast re, and the Chrysler Aspen/ Volare. Many of the Vegas’ engines failed after only 30,000 to 40,000 miles of use because of overheating.  The early Pinto engines had underhood fire problems, while many of the later engines have failed because of prem ature camshaft wear or “piston scuffing.” The Chrysler Aspen/Volare has been classified as “among one of the most recalled cars ever,” mainly on account of faulty  brakes  and stalling  engines. In addition, Chrysler has agreed to recall 1976/77 Aspens in  order to repai r fenders that  rusted  after 2 years of use.10
Did these “import fighters” fail because the U.S. autom akers  did not have the technology available to produce a quality built,  reliable small car or because they simply did not make the effort to compete seriously in the U.S. small car market? A quote from Robert R. Reilly, executive director for business strategy development

10 “Chrysler Will Fix Rusted Fenders for $45 million.” by Peter Behr, Washington Post, May 12. 1980.
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for Ford Motor Co. may provide par t of the answer: “Tradit ionally , small cars have 
not been profitable products * * * In simple terms,  the  cost-revenue stru cture 
has n’t been right.” 11

U.S. manufac turers believed that  th e investm ent in equipment needed to produce 
a small car simply would not guarantee the return  that  a similar amount invested 
in equipment for a large car would retu rn. The rationale  was that  they could not 
load a small car with the high return  options such as power steering, brakes, 
windows; large V-8 engines; air  conditioning; and autom atic transmissions. It ap- 

■ pears  thei r s trategy could be s tated as follows:
“We know we will lose th e small market to imports, so what? Let them  hold 15 

percent of the  U.S. m arke t because these are low-profit models. We will produce a 
few small cars, but won’t spend much to develop them, and maybe we can still  make 
a litt le money on small cars.”

• Even when U.S. producers had the  opportunity to drive out Japanese  imports, 
they  appeared to be more interested  in increasing the ir profit margin  on small cars 
tha n in increasing the ir market there.

For example, in 1978 the yen apprecia ted dramatica lly causing Japanese  auto 
dollar  prices to increase. Instead of cap turing the  market away from the suddenly 
more expensive Ja pane se cars, Detriot s prices floated up righ t behind the  price of 
Japanese imports. Consumer Reports discusses this  phenomenon.12

“As the dollar cheapened in relation to the  Japa nese yen, Japanese  subcompacts 
became expensive for artific ial reasons. The quickly increas ing prices of Japan ese
cars did not reflect increases  in manufacturing  costs or added quality  so much • ♦ ♦ ”

Mr. Wolff. Tha nk you very much, Mr. Scott. We will withhold 
questions unt il Mr. Larsen has  had an opportunity  to present his 
statement.

Mr. Larsen?

STATEMENT OF WENDELL LARSEN, VICE PRESIDENT,  
CHRYSLER CORP.

Mr. Larsen. T han k you, Mr. Chairm an.
We at Chrysler appreciate this  oppo rtun ity to appear and testi fy 

in support  of House Concurrent Resolution 363. It does echo precisely 
what we at  Chrsyler  have been argu ing for, for some time.

I won’t read my entire  stateme nt. It is brief. I’ll summ arize  it 
very quickly.

Chrysler’s difficulties

Those of you who were  here with  us las t fall when Chrysler 
Corp, worked its way thro ugh  the  very  difficu lt loan gua ran tee  
process, might  be inte rest ed in knowing th at  with the  help of the  
$800 million of loan  gua ran tees we have drawn down to this  point, 
we have now, I think  to the  surp rise  of some people, reached the  
point  a t which we have intro duced in fact  and are  now sending out 
to dealers, an ent ire  new family of small,  very fuel-efficient cars. 
We are  delighted still  to be here. We a re on our road back, and  it

* looks as if with a litt le luck and a litt le break and  some help from 
the  economy, Chrysler Corp, could again be profitable .

We appreciate the  help of those  of you who worked w ith us. W ith 
the  help of those gua ran teed loans, we are  now bringing into the  
marketp lace  ent ire ly new lines of very fuel-efficient cars to meet  
the  demands of the  American consumer.

However, even in our expensive and difficu lt t ran siti on to tota lly 
new technology, front wheel drive technology, a whole tran siti on of 
the  company, we continue to be severely disadvantaged by the

11 “The U.S. Auto Indus try—Under Foreign Siege,” National Journal,  Mar. 15, 1980, p. 427.
12 Consumer Reports, April 1980, p. 219.
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sharp ly increased pene tration of t he U.S. marke t by foreign automobile manufacturers, part icularly t he  Japanese.
A very quick look a t the  facts. Most of you know wha t they  are. 

The hysteria over fuel availability  in 1979; gasoline lines and riots 
in some parts of the  country, in order  to  buy gasoline; a doubling of 
gasoline prices virtu ally  overnight ; and  the  inabi lity of our indus
try  to convert quickly enough to meet the  sudden demand for 30- mile-per-gallon cars.

Into that disrup ted market, unlike anything we have ever seen 
before, moved the  Japa nese  man ufac ture rs. Today, one in four 
automobiles  sold in the United Stat es is bui lt abroad,  and the overwhelming major ity of those are  bui lt in Japan.  The Japanese  
shar e of the  U.S. market has almost doubled in 2 years, from 12 percent in 1978 to more than 20 percent thu s far  th is year.

All the U.S. automobile man ufactur ers,  as Mr. Scott pointed out, 
are  losing money, supplier plan ts are  closing, automobi le dealers  are going out of bus iness, and from all of this, hundred s of thousands of American workers are  le ft w ithout jobs.

Obviously, the re are  many  reasons for our current crisis, and I 
think most of those reasons were discussed in our hear ings  last year.

JAPANESE OVERTAKING MARKET

The Japa nese certa inly did not create  the  gasoline shortage, the high inte rest  rate s and the  double digit  rat e of inflation; nor did 
we. But the  fact is that  in this  envi ronm ent, when all of us are 
scrambling to reac t to these  unforeseen  external forces, the  Japa 
nese auto man ufac turers have deliberate ly and effectively launched a massive campaign to cap ture and mainta in perm anent
ly an  inordinate ly large sha re of the  U.S. auto  m arke t.

The resu lting  in jury  to the  domestic industry is re al and subs tan
tial. In the  face of this  onslaught , we believe it is necessary and 
appropria te for our Government to act responsibly to make sure the  in jury is not permanent.

We do not advocate unreasonable  steps to star t a trade war. We 
make no proposals that  would abridge  our obligations und er inter
natio nal trade agreements, but  we do believe th at  constructive 
solutions to the  problem can be found with in the  framework of the  trad e laws, and of sound bi late ral relations.

JAP AN SHOULD DECLARE A 2-YEAR MORATORIUM

Specifically, we recommend th at  the  Pres iden t and his Special 
Trade  Representat ive, with the  supp ort of Congress, call upon the 
Japa nese  Government and the  Japane se auto man ufactur ers to declare a mora torium for 2 years, not on all shipments of the ir 
vehicles to the  United States , bu t on the ir shipments of vehicles produced in J apan  on overtime.

This approach has these advantages:
Fir st of all, it will not thr ea ten  t he  jobs of Japa nese workers. All 

of the Japane se workers now employed under this proposal would continue to work full time, but  they would not work overtime for shipment into this  m arket .
Second, such an agreement can be accomplished volun tarily , we 

believe, within  the framework of existing t rade agreements.
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Third, it would reduce Japa nese  auto  sales in the  United States 
by a tota l of slightly more tha n 1 million uni ts which in turn  
would be sufficient relie f to preserve U.S. auto production capabili
ty, to mainta in necessary stan dard s of consum er loyalty to U.S. 
products, and to prevent lasting damage to the  U.S. dealer net 
work, which is of ext reme  importance .

Such a reasonable measure  of restr ain t by the  Japane se would 
provide the  domestic industry with 2 years of breathing space in 
which to accomplish the  very costly and time-consuming tran siti on 
to an enti rely  new generation of automobiles th at  a re responsive to the  consumer demand.

Four th, hundreds of thousands of U.S. workers, now drawing 
TRA and unemployment payments, would be reemployed  by virt ue 
of this  modest, yet important, agreement with  th e Japanese.

Fifth, the  United States would be askin g no more—indeed, we 
would be asking  far  less—than  othe r auto-producing nations have demanded long since in t he ir auto  tr ade with  Ja pan .

Chrys ler supports this  resolution, 363. We have stated our sup
por t of a simi lar proposal before. We thin k it is the  kind of volun
tar y res tra int  th at  the  Japane se ought  to be asked for, and is doable unde r this resolu tion. We support  it.

I won’t complete the  read ing of my testimony, and I’ll t ake any questions you migh t have.
[Mr. Larsen’s prepared sta tem ent  follows:]
Prepa red  Stat ement  of Wend ell  Larsen , V ice  Pres ide nt , Chrysl er Cor p.
Mr. Chairman, on behalf of Chrysler Corporation we appreciate this  opportunity to testify in support of H. Con. Res. 363. As the  Subcommittee knows, th is Resolution calls upon the President to negotiate  with Jap an a temporary  limit on Jap anese autos exported to the United  States. The Resolution fur the r calls for negotiations to address the  prices charged for domestic and foreign sales of Japanese autos and barr iers  to the sale of U.S. Products  in the  Jap anese marke t.
With the help of federally guaranteed loans Chrysler is now bringing into the marketplace new lines of very fuel efficient cars to meet the demands of the American consumer. However, even as our expensive and difficult transitio n to totally new technology continues to take place, we continue to be severely disadvantaged by the sharply  increased pene tration of the U.S. market by foreign automobile manufacturers, especially the Japanese.

AUTOMO BILE  MAR KET

Let us look at  the facts: The hysteria over fuel availability in 1979, a  doubling of gasoline prices virtually overnight, and the inabil ity of our industry to convert quickly enough to meet the  sudden demand for 30 mile per gallon cars. Into tha t disrupted market—into that  vacuum—moved the  Japanese  manufacture rs. Today, one in four automobilies sold in the  U.S. are  buil t abroad, the overwhelming majority of those in Japan. The Japanese  share of the U.S. market has almost doubled in just  two years, from 12 percent in 1978 to more t han 20 percent  thus far this  year. All U.S. automobile manufac turers are losing money, supplier plants  are closing, automobile dealers  are going out of business, and from all of this, hundreds of thousands of American workers are  left without jobs.
Obviously, there are many reasons  for our current crisis. The Japanese  did not create the gasoline shortage, the  high inte rest  rates,  and the  double digit rate of inflation. Nor did we. But the fact is that  in this  environment, when all of us are scrambling to reach to these unforeseen external  factors, the Japanese  auto manufactu rers have delibera tely and effectively launched  a massive campaign to capture  and to maintain permanently an inordinately  larger share of the U.S. auto market . The result ing injury to the domestic indus try is real and substantial . In the face of this onslaught, we believe it is necessary and appropriate for our  government to act responsibly to make sure  the injury is not permanent.

7 1 -0 2 8  0 - 8 1 - 2



12

CONSTRUCT IVE SOLUTIONS

We do not advocate unreasonable steps th at  could s tart a trad e war; we make no 
proposals t ha t would abridge our obligations under inter natio nal trade  agreements.
But we do believe that  constructive solutions to the  problem can be found within 
the framework of the trade  laws and of sound bilateral relations. Specifically, we 
recommend that  the  President and his Special Trade Represen tative, with the 
support  of the Congress, call upon the  J apan ese government and the Japa nese  auto 
manufactur ers to declare a moratorium for two years on shipments to the  U.S. of 
vehicles produced in Jap an on overtime work shifts. *

This approach has these advantages:
1. It will no t t hreaten  t he jobs of Japanese  workers.
2. It can be accomplished voluntarily with in the framework of existing trade  

agreements.
3. It would reduce J apanese auto  sa les in the  U.S. by a tota l of slightly more *

tha n one million units which, in turn , would be sufficient relief  to preserve  U.S.
auto  production capability, to main tain necessary stand ards  of consumer loyalty 
to U.S. products, and to prevent lasting damage to the  U.S. dealer network. In 
sum, such a reasonable measure of re strain t by th e Japa nese  would provide the 
domestic in dustr y with two years  of brea thin g space in which to accomplish the 
very costly and time-consuming transitio n to an entirely new genera tion of 
automobiles that  are responsive to consumer demand.

4. Hundreds of thousands of U.S. workers, now drawing TRA a nd unemploy
ment  payments, would be reemployed by virtue of this modest, yet impor tant, 
agreem ent with the  Japanese.

5. The U.S. would be asking no more, indeed, we would be asking far less, 
tha n other  auto  producing nation s have demanded in the ir auto trad e with 
Japan.

SUPP ORT H. CON. RES. 363

Chrysler supports H. Con. Res. 363 because we believe it provides t he framework 
to execute this approach which we are  recommending to the  Congress and the 
Administ ration. We are  sensitive to the  need fo r sound economic a nd trad e relation s 
between the United States and Japan. We are  also sensitive to the  plight of 
hundreds of thousands of U.S. workers, thousa nds of small businesses, and hundreds 
of supplier companies who have been the  victims of the  Japa nese  policy on auto 
exports.

We believe we have put forth a responsible solution to the  problem, and we 
believe favorable action on H. Con. Res. 363 will promote the realizatio n of tha t 
solution.

Mr. Wolff. Tha nk you ver y much, Mr. Larsen.
We are  at  this  par ticu lar  meet ing inte rested in the  political 

relat ions  and the  relat ions  between the  United States and Jap an,  
and the  effect this  legislatio n might have  upon both of our nations .

FREE ENT ERPRISE SYSTEM

I tak e it Mr. Bingha m’s subcom mittee  will get involved in some 
of the  economic aspects. I ta ke it th at  both your companies and you 
gentlemen are  interested in the  free ent erprise  system, the  ma inte 
nance of the  free enterpris e system.

It just seems th at  the  sta tem ents th at  have been made here , and «
the  comments th at  have been made generally, are  for prote ction 
ism, how would restr iction s of this  sort  be consistent with  the 
mainten ance  of th e overall inte rna tional  free enterprise ?

Mr. Scott. I’ll speak to tha t, Mr. Chai rman . You are  quite cor- «
rect, we are  free enterpris ers, and we also happ en to believe on a 
long-range basis in what  is euph emist ically  ca lled free trade.

What we are  asking for here is not  protectionism  on a going 
basis. Instea d, we are  seeking to avail ourselves  of th e very fea ture  
of t he Trade Law of 1974 which provides for unu sual  tre atm en t of 
unu sual  circum stances, and we think th at ’s wha t we face now, a 
situatio n where an abrupt  change in the  ma rke t in this  coun try
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has occurred with the  suddenness that  makes it impossible for a 
long lead industry  to conver t so quickly.

As a result , we are  watching our marke t being sapped away by 
imports which happen to be available , and which happen to be t he 
type of product which more nearly meets wha t c onsumers’ changed 
buying habi ts are  cal ling for.

We are asking for temp orary relief. We are asking for assistance 
to get through a difficult period, so th at  we may convert our plan ts 
and proceed to redesign all of th e products  in a manne r necessary  
to m eet the  public requirements.

Mr. Wolff. Mr. Scott, I’m playing the  role of devil’s advocate 
here. I don’t hold any position for the  Japanese . I certa inly  am 
interested in the American marke t and American jobs.

AUTO PROBLEM RESULT OF MA RKETING STRATEGY

However, I would like to quote from a report of th e Subcommit
tee on Trade  of the  House Ways and Means Committee. They 
quoted Mr. Robert Riley, executive direc tor of business s trategy for 
Ford Motors. He said:

Traditionally, small cars have not been profitable products. In simple terms, the 
cost-revenue structure hasn’t been right.

And i t goes on to say something about:
U.S. manufacturers believe that  investm ent and equipment needed to produce 

small cars simply would not guarantee the return. Even when the  U.S. producers 
had the  opportunity to drive out Japanese  imports, they appeared more interested 
in increasing thei r profit margin on small cars and increasing the  market share.

I think  a lot of the  marketing  community—I’m not one of the 
lawyers in the  Congress—I’m j us t wondering whether or not this  
situa tion  we find ourselves in today was a result of marketin g 
stra tegy  by the major automobile companies, or was it a condition 
that  jus t was th rust upon us?

Mr. Scott. Well, I can approach that  with  severa l viewpoints. 
First , I will say this: The sta tem ent  that  small cars in the  past 
have not been profitab le for the  domestic  producers, I can  speak for 
Ford, that  is true . I was the  product planning  manager of Ford 
back in the  late  1950’s, when we developed the  Falcon and othe r 
small cars, and I can assure you the re was great opposition within 
the  financ ial community in Detroit to try  to make a small car that  
would compete against imports being sold in this  country, for the  
simple reason that  our costs were hund reds  of dollars high er tha n 
the  laid-down cost of imported cars. This reflected currency  differ
ences, in  large part.

So th at  is a  h istorical pattern.  On t ha t basis, the  U.S. industry— 
I’ll speak for Ford—Ford reluctant ly concluded in the  late  1950’s 
and early 1960’s t ha t it would watch  pa rt of th is marke t go to the  
producers of small cars overseas who had enormous cost advan
tages. Later, that  could not be countenanced as the  marke t moved 
to small cars and, of course, today we face a situation where the 
ma rke t for small cars  is the  big market,  and  is going to become 
larger. And it is essen tial th at  the  domestic producers be able to 
proceed with  the ir plans to redesign  their  products and convert 
their  fac ilities to m eet this  m arke t.

It is a changed world.
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Mr. Wolff. Mr. Larsen, would you like to respond, or do you 
agree totally w ith Mr. Scott?

Mr. Larsen. I would take  a guess th at  the  testim ony you read 
from was about  3 years old.

Mr. Wolff. No, the testimony is from a report to the  96th 
Congress, auto situat ion, 1980.

COST OF FUEL IMPORT ANT

Mr. Larsen. I would have guessed 2 years  earlie r, before gasoline 
became a buck and a quarter.

There is no question that  the ma rke t has tipped  upside down. 
Trad itionally it ’s true , the  domestic automobile indu stry  lost 
money on all the  small cars that  it  sold, for all the  reasons that 
Mr. Scott pointed out, plus the  difference in labor rates and differ
ence in t rade bar rier s between us and Jap an,  and so forth.

The fact is t ha t no ma tter whether it was 2 years ago, or a year 
ago, now gasoline is a dollar  and a qua rter , perhaps ready to rise 
more, depending on OPEC. The ma rke t has not j us t shifted, it has 
been revolutionized,  and there is now a  huge demand  for more fuel- 
efficient cars. We can provide them . We are all in the  process of 
doing tha t. It ’s tremendously expensive. It does take time. We at 
Chrysler,  quite  frankly, are  in somewhat of a good position today. 
We were not a year ago. But now 80 percent of our  product ion has 
already been transferre d to sm all cars.

CAN UNITED STATES FILL DEMANDS

Mr. Wolff. But, Mr. Larsen, will U.S. automobile makers be able 
to supply the  existing marke t, even if you are  able to withhold t ha t 
portion of the  Japa nese  production? Will the  United Stat es auto
mobile producers be able to fill th at  marke t demand today?

I underst and  that  production,  according to some of the  figures 
that  came out of the Departm ent of Commerce, is t ha t you can fill 
only about one-quarter of that  demand . Am I correc t in that  or 
not?

Mr. Larsen. I don’t know how much the  tota l industry can 
supply of the  tota l demand, but  cert ainl y part of the  problem we 
are  addressing today is th at  we have a 1- to 2-year, short- term prob
lem. That’s why we have addressed ourselves to a 2-year volun tary  
restr iction of imports from Jap an,  not a tota l ban on imports from 
Jap an,  but  simply rest rict ing them  to the  number of imports  they 
can produce on st raight  time.

Tha t would give this industry a couple of years in which to get 
itse lf turned  around, retool its plants  and produce small cars.

In answer to your question, the  answ er is no, we cannot . Th at’s 
why we need the  2 y ears ’ relief. If we had all the  30-mile-per-gallon 
cars that  t he  marke t is demanding, we wouldn’t be here  today. We 
need some time. We need a year o r two in  which to get our feet on 
the  ground, and primarily  to prevent long-term lasting injury to 
our dealer networks , to the  U.S. cu stomers’ loyalty  to U.S. b rands. 
We a re tryi ng to avoid p ermanent damage to an industry.  We can 
come back and  beat  them  in the  marketpla ce. We have before, we 
can again. But the re is a problem in the  short term which we are



15

trying to prevent, long-term lasting damage and loss of jobs to this  
indust ry.

NUMBER OF JOBS AFFECTED

Mr. Wolff. One final question. We have a vote on, and  we will 
retu rn.

Mr. Scott, about  how many jobs have been affected in this coun
try  as a resu lt of the  intrusion of t he Japanese into this  market?

Mr. Scott. Well, may I answer by saying that  today the re are  
some 240,000 autoworkers  who work for the  four major companies 
unemployed—on indef inite layoff—plus thousands of salaried  
people, and we th ink  t her e probably are  a nothe r 750,000, maybe as 
many as an additional million people, in other industr ies—rubber , 
steel, glass, aluminum, dealerships  and so forth—who also have 
lost the ir jobs because of the  contraction in the  ma rke t for the  
domestic cars.

So it ’s well over a million. I can ’t say how much of that  is 
ascribable solely to th e Japanese , b ut it is a crisis.

Mr. Wolff. T hank you, Mr. Scott.
Mr. Bingham.

WARNING S IN 1965

Mr. Bingham. Tha nk you, Mr. Chai rman . I would just like to 
refer for the  record to the  fact th at  in June  of 1965, Mr. Scott, I 
wrote to the  Ford Motor Co., urging them  at  th at  time to get in 
and compete with the  imported foreign small cars. I noted that  
the re was a growing demand in the  United States for those small 
cars, that  they  were lett ing  most of the  ma rke t go at th at  time. I 
guess it was Volkswagen th at  was the  princ ipal competitor. The 
Japa nese  weren’t so much of a  factor.

But this  was clear ly a coming problem and  a growing problem, 
and I wrote to all the  major  c ar man ufactur ers,  and the  answers I 
got back in every case were, “Well, t he smal l car marke t isn’t that  
important . It ’s too expensive for us to get into it. We are  going 
to”—as you suggested j us t now, in effect—“we a re going to  l et that  
shar e of th e marke t go.”

In retrospect, wouldn’t you say th at  was a mista ke in judgment?
Mr. Scott. Mr. Chai rman , 18 months ago, we were operating  our 

V-8 engine plan ts on overtime,  because we couldn’t mee t the  
demand for large cars with  V-8 engines. Since t ha t time, the  world 
has turn ed completely  around. In the  years up to 1979, we found 
an increasing public demand for cars  of commodious capabiliti es. 
Gasoline was not a par ticu larly serious problem. In fact, the  real 
price of gasoline between 1965 and  the  embargo was declining, year  
afte r year. The cost of gasoline became less a factor in a person’s 
delibe ration  as to his tran spo rta tion requirements .

So I wish you h ad sen t me t ha t let ter  in 1965. I was very busy on 
that  subject at  the  time, and  could have used your support.  But at 
the  same time, I th ink managemen t made the  righ t decision, in 
th at  we did seek to mee t customer requi rements .

The fact we did do so and  saw a ma rke t share improvement 
throughout th at  period suggests we did make  the  righ t decision at 
th at  time. Now is the time for a tota lly diffe rent decision. This 
coun try has accepted the  fact we have an energy crisis and  a long-
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term  gasoline pricing problem that  has to be responded to with 
different kinds of products.

OVERTIME PRODUCTION

Mr. Bingham. Let me ask you this. Turning to the  current 
problem, and wha t you a re suggesting; you are  suggesting a 2-year 
moratorium on sales from overtime, as I u nderstand it.

How in the  world would you measure  what cars are  manu fac
ture d from overtime? How would you determin e tha t?

Mr. Larsen. It’s fai rly easy to measure. The Japanese 18 months 
ago were shipping into this  country  at  an ann ual  rat e about a 
million less tha n they are  shipping today. They did not increase 
the ir productive capability overnight. You can’t do t ha t overnight. 
That’s our problem. They did it on overtime. It is very easy to 
track wha t you can build on straig ht time  and on overtime.  It’s 
about a million unit s a  year in J apan  righ t now.

Mr. Bingham. Has that  been transl ated simply into tota l produc
tion? I can understand how you can do t ha t, but how can you tell 
wha t cars th at  are being imported  in to this  country?

Mr. Larsen. One has to have a litt le poetic license with  all of 
tha t. I think two people have  to sit  down, the  Japane se and the  
U.S. Government, and say to the  Japanese Government , “We 
would like you to roll back the  num ber of imports into the  United 
States , the  amount that  you rolled in last  year, we would like to 
take  i t back by a million, for example.

Tha t happens to be about the  number  tha t they  a re producing on 
overtime. Ju st  by way of illustra tion , the re will be no Japanese 
workers laid off as a result of such an agreemen t. If th at  million 
units come out  of thei r impor ts to thi s coun try and they  went back 
to the  trad itional  1977-78 levels, this industry would have the 
brea thing space  i t needs.

The Japanese workers who have  been working on overtime  
would not be laid off. There would be no need for any kind of 
retribution in trade .

That’s the reason  we have  compared it on an overtime basis. It ’s 
simply a  mil lion units  we would like out.

SUCCESS OF PROPOSED NEG OTIAT ION S

Mr. Bingham [presiding]. You’re refer ring, as I und erst and  it, to 
negotiat ions th at  would achieve this.  Wha t reason do you have to 
suppose th at  such  negotiations would be successful?

Mr. Larsen. We have hoped fairly consis tently for the  las t year  
or so tha t the  Japanese  Government itse lf might recognize that  in 
this  country there appea rs to be a growing desire on the pa rt of the 
American people for some kind of protection ism. People without 
work in D etroi t a re not par ticu lar ly fond of Japanese imports being 
shipped in.

We think  that  resentment is growing. We are  concerned that  it 
could be transl ated into a foolish protection ism, some kind of a 
tar iff  ba rrie r, that  would force retr ibution , and we’d be in a trade 
war. We don’t want  that.

Wha t we hope for is a gen tlem an’s agreement between the  J apa
nese and U.S. Government for a 2-year period to res tric t the ir
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imports to a number they  were in, let ’s say, 1977 or 1978, a  million 
less than today, while this industry  finishes  the  conversion to its 
own fleet of small fuel-efficient cars.

Mr. Bingham. T hank  you very much. We have a vote on, and the  
subcommittees will be in recess for a few minutes.

[Recess.]
Mr. Wolff. Since the  committees will be moving back and  forth  

to the House, our committee has now come in en masse, and we 
can resume.

I would ju st like to ask Chairman Bingham, have you concluded 
your questions, Mr. Bingham?

Mr. Bingham. Yes.
Mr. Wolff. I will then  t urn to Mr. Guyer.

PEOPLE OUT OF WORK

Mr. Guyer. Thank you, Mr. Chai rman , and our very fine wit
nesses.

This has been a subject on all of our heart s for a long time, 
because it affects everybody, not only in this  room, but across the  
country. I know in my litt le dis tric t I have around 18,000 
autoworkers, not counting our very fine tan k plant in Lima, which 
is run by the  Chrysler Corp. It has noth ing to do with the  auto
mobile indus try, but  the  work force is there. And I also have 
around $30 million in individual supplie rs, not counting dealers. 
When you go to tal k numbers, you tal k about more people tha n 
jus t the 240,000 th at  a re out of work.

You know, I think  wha t should happen in a hearing  like this  is 
we ought to sta rt out  with  statements,  ra ther  tha n questions. 
There are many th ings  t ha t we look back  on, and  most a ll of us are 
very unique in our gift of predic ting the  past. We ar e not very good 
in foreseeing the  futur e. It ’s easy to sit here and say we should 
have known better .

Mr. Bingham, I thin k, righ tly said when he wrote some years  
ago, tha t the  small car  was a thin g of real ity, and not very many 
people were gett ing the  message.

I came to Congress 8 ye ars ago, I put an arti cle  in the  paper , it 
was about the  energy crisis, and I got the  most hum ilia ting  lett ers 
you ever read. There was no such thing, it ’s a put-on, a ripoff, it 
never happened, it never could happen. Nobody believed anybody. 
They still don’t.

USE D TO LUXU RY

And we have not talked in term s of how we got to where we are. 
For example, we bui lt big cars because people like them.  There  
wasn’t ano ther coun try in the  world th at  could have highways big 
enough to accommodate them, like ours could. So we are  used to 
luxury.  If you don’t th ink so, just shut off your gasoline 1 week and 
watch people writing their  Congressmen. Because we a re crea tures 
of luxury, we love it. We are  two-car people. We have our campers, 
our trai lers , we have our speedboats, our snowmobiles, and we love 
energy  in any  form we can get it.

So we are  not real ly properly sta ting as to how we got to where 
we are.
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I thin k one of the most crucial things that  has been in our 
disfavor has been our very, very poor tax  laws, something we 
haven’t mentioned here at all. For example , I don’t think  Jap an  
should be the  No. 1 culpri t. It just so happens Japan is a great 
producer of automobiles, and I can tell you one thing, if you shu t 
off production with Japa n, they’ll s tart coming in from every other 
country  in the  world. It doesn’t ma tte r where they come in from. 
They’ll come in from Germany, Sweden, France, Italy. It doesn’t 
matte r.

But there are  some things  we do not  hold in equanimity , and 
let’s face those. I heard the  president of Ford tell us that  it costs 
roughly about $7*/2 per hour more for a worker, for an American 
worker, tha n it does in a Japane se plan t. I think  th at ’s probably 
true. We a re not  going to go back and tell our people to lower the 
standard  of living. So tha t’s not the  answer.

UNITED STATES HAS ENE RGY

It’s also t rue  t ha t we are not No. 1 in  production, in productivi ty. 
We are way down the list, and th at ’s not Japa n’s fault. Th at’s our 
fault. Because the Japanese  people have  to buy about 98 or 99 
percent of th eir  energy from outside their  country,  where we don’t. 
We are sittin g on top of ours.

So there are  many things, I think. Our steel plan ts have  been 
harmed , and the re have been many funerals over Youngstown. 
They closed a  p lan t or two and everybody went  to the  services, and 
we wondered why we couldn’t build a  s teel plant on Lake Erie, and 
the whole reason was it take s 12 to 14 years to ge t your investment 
back in the  United States, and only 3x/2 years in Canada. So they 
built  i t across Lake Erie in Canada instead .

These a re some of the  inequities I ’m talk ing about.
An LTD in Tokyo costs around $34,000, not because of 15 percent 

tariff, but because in Jap an  the re is a tax  on every part of the car 
not made in  tha t country. You can  check me ou t on this.

So there are  some things not exact ly fai r in the  manufac turin g 
setup. But I think  we are  going to have to look to ourselves for 
some of these remedies at  home. We c an’t blame it on Congress or 
the people who are in the  business. As long as we were gett ing 25 
or 30 cent gasoline, the Moon was our world, and it wasn’t a 
problem. But even at  that  time, they were paying $2 a gallon in 
Europe and $3 in Asia, but  we didn’t believe it, because it hadn’t 
caught up with us yet.

I think, and I’m going to vote for anything that  will remedially 
help us, but  it ’s going to  take more tha n a Band-aid, it ’s going to 
take  a  transfusion. You’re not going to solve this problem with just 
some temp orary  lift or gift. It’s not  going to happen th at  way. 

PRIDE OF WO RK MA NSHIP

I would like to see an indep th resu rrec tion  of th e pride of work
manship, of the foreseeability of those  in charge  of managem ent. I 
would like to see labor and managem ent in a partnership , ra ther  
tha n adversa rial  role, which they do enjoy in many o ther  countries. 
Because it ’s going to take par tnersh ip to make this  thin g happen. 
And I would like to see some of the  labor—or rather, not the  labor,
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but  the existing tax  laws revised and reformed immedia tely, where 
the  tax investment credit becomes reali ty, and where the re are 
incentives for those who have capi tal that  they  wan t to risk  and 
invest. Because it ’s going to take  that .

And I thi nk  that  we have a good s tar ting vehicle here with  our 
resolution. I do not know about  the  2-year moratorium. I have 
reservations about it, because all th at  would do, would be close one 
gate  up, and open some other ones, and th at ’s w hat you call selec
tive discrim ination, when you ask one coun try to close down for 2 
years, and everybody else to keep going full b last.

So I think  it ’s going to take  maybe more tha n tha t, but I would 
hope, as we hoped with  Mr. Stra uss when we talke d with  him 
about  th is, th at  we would give him a No. 1 p rior ity and let  i t begin 
with  the White  House. Let us make the  au tomot ive business, which 
is responsible for one out of every six or seven jobs in this  country , 
and which has been tru ly an all-American kind of productivity , an 
all-American way of life. Let us give th at  priori ty, and let us begin 
by passing this  resolution, or one to  improve it, as a sta rting  point.

Fd like to see it accompanied by such things, as I say, reforming 
the  ent ire  tax field. I’d like to see us face the  reality  of energy 
inste ad of passing it around. We are still  11 or 12 years away from 
gasified or liquefied coal. We knew this  10 years ago and we d idn’t 
build the  plants.

Forty-three percent of all the  land  in the  United State s is Gov
ernme nt land, either  State , local, or Federal, and many of our 
answers are  not in our  priva te lands, but in the  Federal lands. 
Here  we are  looking a ll around the  world instead of home for some 
of our answers.

I happen to believe th at  we have the  wisdom, the  capability, and 
I know we have determinat ion and the  people who comprise it. I 
am not jus t talk ing abou t the  doers, the  planners , the engineers; 
I’m talk ing abou t the  people who day by day make the  wheels 
turn , make  th e plan ts run.

We have the  potentia lity  to  make this  thin g work. I don’t have a 
single question, because  I think  we need more of a statement.

Mr. Wolff. Could I ask you to repeat  the  question? [Laughter.]
Mr. Guyer. T han k you, sir. But I have confidence and t he  utmost 

fai th in our abil ity to be idea inventors  like we have been in the  
past, and th at  is our salvation, not just a temp orary loan or a 
subsidy.

Mr. Wolff. T hank you, Mr. Guyer.
Mr. Hall.

PUTTING PEOPLE BACK TO WORK

Mr. Hall. T han k you, Mr. C hairman.
This quest ion—it doesn’t real ly ma tte r who answers the  ques

tion, but the  firs t question is: How would import restr iction s put 
laid-off people back to work? And in rega rd to the  inventories  that  
you presently have, how are  you going to sell those present inven
tories, knowing the  buying habits in recent months of th e Ameri
can public?

Mr. Larsen. It ’s a fair ly simple equation . If we were to get a 
gen tlem an’s agreement with  the  Japane se to res tric t the ir imports 
volu ntar ily by a million  uni ts a year, the re are  ano ther million 
uni ts of U.S.-made cars  out the re which will get equal fuel econo-
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my, or perha ps a half a gallon or a gallon less, at competitive 
prices.

We believe th at  the  customer  the n would buy those. Tha t can be 
argued.

Now l et’s assume th at  they do. If the y buy th at  million uni ts of 
equally fuel-efficient cars from U.S. bu ilders , th at  should put  about 
a quart er of a  million U.S. automobile workers back to work, and *
then the  mul tiplier effect goes back into deale rs and supp lier serv
ices as well.

But for a million units, it is about 250,000 direct labor  increase .

RETOOLING

Mr. Hall. You are  assuming this  would happ en rig ht away. It 
would t ake  quite a long time to retool, to get the  capital formation 
togethe r, to modernize the  plants, I would imagine,  and these  
people have alrea dy been laid off for q uite a long time.

Mr. Larsen. You’re working somew hat on the  assum ption  th at  I 
thin k is a conventional bit of wisdom arou nd the  country, and th at  
is th at  Japane se automobiles get 50 miles per gallon and ours get 
5. A Toyota th at  gets 23 goes up  against  a Dodge Mirada th at  gets 
22, for example. It’s on the  ma rke t today. We can build all they  
want  to buy.

If Toyotas were restr icted  from sale on the  U.S. mar ket,  and a 
U.S. consumer wante d to buy a fuel-efficient car, he might have  to 
buy one th at  gets 22 instead of 23. Same price, competit ive product 
group, we thin k, buil t by Ameri can workers . If we sold more of 
those, we would employ more American workers immediately. We 
don’t have to retool to build 22-mile-per-gallon cars. We’ve got all 
kinds of them. We have lots of othe rs th at  are  25 and 30 as well 
coming on strea m now, but  t hey  are  1981 products.

We build quite  competitive with  Jap ane se imports on fuel econo
my.

Mr. Hall. Why aren ’t our people bu ying them ?
Mr. Larsen. Lots of reasons. We could get into a long mar ket ing  

discussion of why the re is a percep tion of grea ter  value, of g rea ter  
quality , a percept ion th at  they never get recalled and ours do.
None of those  are  true . It is a long and  difficult road back, I thin k, 
to g et all of the American  people to be lieve wha t is the  fac t, th at  in 
term s of cost and maintenan ce, numbers  of reca lls, safety  perform
ance, overall quality, our cars are  as good or be tte r tha n the irs 
today. »

Th at’s a job we have to do, and we are  working on tha t. I thi nk  
th at  p erception has to be changed.

Mr. Hall. Do the  perform ance magazines show th at  our cars 
are —they show they are competitive, bu t do th ey show they  are  as •
durab le?

Mr. Larsen. The way to check dura bili ty is probably the  easiest 
of all. You simply take  a sample  population of foreign cars and  our 
cars over a 10-year period, and see wh at it costs to ma inta in them 
and keep them  running. And ours win.
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TAX CREDITS FOR BU YI NG  AM ERICA N

Mr. Hall. The re’s been some tal k and some legisla tion introduced in Congress rega rding tax credit s for purchase of American cars. What a re your though ts on those pieces of legis lation?
Mr. Larsen. We have proposed, if everybody would listen,  th at  i f you really want to get American worke rs back to work quickly, the way to do it is to gran t a personal inve stment tax  credi t for the purchase  of a  new 1981 American-built car, if you trade in a pre- 1976 American-built car. The average fuel economy in a pre-1976 American-bu ilt car is 13 or 14 miles per gallon, real  mileage. The average for a new Chrysler 1981 is abou t 26. So on that  purchase you about double your fuel economy and certainly lessen the  dependence  of the  United State s on OPEC oil. You’d get a lot of Americans back to work in a h urry .
There is no question that  that  kind of personal inve stment tax cred it would do it. You can  a rgue  the political feasibil ity of doing it all day long, bu t in answer to a question, what would i t take to get American workers back to work quickly, th at ’s the  way to do it.Mr. Guyer. Mr. Hall, would you yield ju st a minute?
Mr. H all. I’d be glad to.

SALES TAX  IN  MICH IGAN

Mr. Guyer. Since you brought th at  subject up, I would like to ask the  gent leman, what difference did it make  in the  Michigan law when they took away the  sales tax, as compared to other States? Did it make  a  difference in the  sales of cars?
Mr. Larsen. It made a big d ifference, yes, sir, in a hurry. It also made a difference in Ontar io, Canada, when they  removed the  sales tax  for short periods. Sales of ca rs shot  up dram atica lly, yes, people buying cars, buying  Am erican-built  cars. Par ticu lar ly if the y have some kind of incent ive. It can tak e many  forms. In Ontario  it was s imply a  ta x cut.

BO UN CING  BACK

Mr. Hall. One las t question, Mr. Chai rman . If we don’t have import rest rictions or some kind of tax  incentive, wha t is your feeling on th e abil ity of our  m anu facturers to bounce back?
Mr. Larsen. It ’s going to be very difficult to get back to the  position it once held. I think  we can make it, but I think  the  United State s has  to make a basic decision on whether it wan ts to suffer permanen t damage to this  huge network of suppl iers and deale rs and smal l businesses which comprise the  U.S. automobile man ufac turing group. It ’s not just thr ee  large  companies in Detroi t. It is hundred s of thou sand s of smal l companies and deale rs arou nd the  country, and  I thi nk  as a nation we have to decide whether or not we wa nt to pu t up with  permanen t damage that  could be caused if th is situ atio n continues.
We can come back  in some form, some shape. We at Chrys ler probably  will improve. We will struggle back, perhaps smaller and wiser, but  again profitable. I think  it would be in the  inte rest s of the  Nation th at  we employ more American workers, as many as possible. Tha t’s w hat  we’d like to  do.
Mr. Hall. T han k you.
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REST RICTING U. S.  GOODS

Mr. Wolff. I would like to get into the are a—and I’ll ge t on to 
Mr. Lagomarsino in a moment—but I’d like to get into the  area  of 
what  restrictions the re are  on the  Japa nese side to the  sale of 
American automobiles.

Now, as I understand it, the re has been a loosening of those 
restrictions on a governmental basis, but  trade practices and the 
like, and customs and procedures , have severely restr icted  the 
American penetration of the Jap ane se market.

Am I correct on tha t?
Mr. Larsen. I’ll let Mr. Scott answer tha t. I think  he has more 

experience in the field. I’ll jus t make  one point. I took the  trouble  
before we came of finding out wha t a Dodge Omni would reta il for 
in J apa n. It ’s between $14,000 and $15,000, more than  double what 
it reta ils for here.

Mr. Wolff. Why is th at?
Mr. Larsen. The list of hidden tar iff  ba rrie rs and extra  costs in 

Jap an is as long as your arm, and we can give them to you in 
detail, and maybe you don’t want to take  the  time  to do it. But 
there are  so many ways th at  transl ate  into an extremely  higher 
cost. But it ’s worth spending some time on it if you have the  time.

On the  cont rary side, a $6,000 ca r in Jap an,  a Japane se car that  
sells for $6,000 in Jap an,  sells for less over here. Our car  sells for 
more tha n two times as much over there. Th at’s the  sta rting  place.
There are  lots of reasons for tha t, and we can get into tha t.

Mr. Wolpe. Would the  gentleman  yield?
Mr. Wolff. Yes.

RESTRICTIONS ONLY ON  U. S.  IMPORTS

Mr. Wolpe. I th ank the  gentleman  for yielding. Are the re restr ic
tions to which you are  alluding th at  are  imposed upon American 
imports to  Japa n of a diffe rent sort  than the  requ irem ents  tha t are 
imposed upon Japa nese automobiles man ufac tured for sale in 
Japan?

Mr. Larsen. Oh, yes. Oh, yes.
Mr. Wolpe. Could Mr. Scott perhaps detai l some of those differ

ences?
Mr. Scott. To keep it brief, let me make the  assertion  or sta te

ment  first,  the  inte res t in gre ate r access to the  Japanese market  
for th e sale of Mustangs, Omnis, and so forth , is n ot really the No.
1 prior ity of our concerns here  a t all.

The Japa nese  marke t is vir tua lly  closed for economic reasons, *
now th at  the  Japa nese industry has been bui lt to its world class 
strength , following decades of protect ion for domestic producers, 
and blocking of imports from the  United Stat es and  other coun
tries. The job has been done. *

In the  late 1950’s, the  Japanese had 60- and 40-percent tariffs  
that  in effect kept U.S. export s out. Jap an  lowered these  tariffs  
progressively as the ir efficiency increased. I spen t a lot of time in 
Jap an  in 1968 through 1972, trying to get the  Japanese market  
open to our products, and I was a tota l failure, as my supervisor 
pointed out to me late r. The problems were largely  th at  we were 
not perm itted  to inves t in any  manner over which we could have
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control. But on top of that, it became clear to me very quickly that  
the  emerging efficiency of a higher and higher volume Japanese 
marke t was such th at  w ith the  low wage rate s there , the re was no 
man ner  in which one can make cars in Europe  at $14 an hour or 
here  at the  same cost, and ship them  to Japan and sell them  in a 
marke t where the  labor costs are much lower, and where efficiency 
is high, where equipment and plant are  new, and where  govern
men t shadows the  marke t by favoring domestic production versus  
imports.

Today there  is no duty to e nte r a  car into Japan.  Zero duty. They 
don’t need one because the  job has been done to effectively exclude 
all the  producers, and  now we are  kept  out on an economic basis. 
But even so, the re are  bar riers that  are  costly and annoying.

As an  example, every single car that  Ford ships to J ap an —we do 
ship 8,000 or 10,000 cars a year the re—every single car must  be 
individually taken to a governmen t inspection station . I think it 
take s all day for people to examine it and look at it and open and 
close the  doors, check the  wiring, check the  homologation efforts, 
where  we modify the  car—for example, the re’s a left-hand drive, 
right-hand  drive situa tion. Our headlight s aim a littl e bit to the  
right , theirs have to aim a litt le bit to the left, off bias. These 
changes have to be made, and they  are done individually with what  
I will call shelf-type labor costs.

And on top of tha t, we pay a commodity t ax th at  is higher on our 
cars because of th e size of th e car. But th at  is tru e of a European 
car as well. But it does serve to shadow somewhat the  problems 
with domestic cars.

So it’s a never-ending list, and I want to make cer tain  you 
unde rstand. We do not consider equal access to the  Japanese 
market of our products to be a prime objective; n or do we think  it 
should be one.

UN FAIR COMPETITION

Mr. Wolff. We underst and  tha t, Mr. Scott, but the  point  in
volved is a question as to whe ther  or not the re is unfair competi
tion, and on that  basis, we have posed th is question. Because if th e 
same requirements  are  not made here, it may be th at  area of 
reciproci ty that  has to be considered, ra ther  tha n the  mandatory 
exclusion, of ce rtain products coming in to t he  U nited  States.

I underst and—I just recently picked up this issue of Business 
American , and it very clearly  delineates a number of procedures 
th at  have to be engaged in by American man ufactur ers and which 
in a sense prove to be discr imina tory against  our vehicles. And 
these  are impediments to our pen etra tion  into the  Japa nese 
market.

Now I thin k it is important  for us to look a t these  a reas,  because 
I, for one, as an old businessman from the  p riva te sector, I’m one of 
the  Democrats who doesn’t believe in governmen t getting involved. 
Th at’s why I asked you the  question abou t free enterprise. I feel 
th at  any type of arti ficia l barrier th at  is created will not serve 
either  the public or the  bus iness community .

However, I feel the  area th at  is involved here  goes far  beyond 
just the  idea of set ting up and saying, well, we don’t want any 
more Japanese cars to come in  here,  because we want time  for the 
American manufacture rs to catch up. If the  Japa nese are  doing
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someth ing exclusionary to our products, then I thin k we should  see 
to it that  we have tha t fair  chance at  the market.

Mr. Scott. You certa inly  have described something that  is 
unfair. I would not want the  conversation to stop without adding 
this, however, the  outlook for increased sales of th e U.S.-type cars 
in J apan, given all the circumstances we have described, even if all 
these  frustratin g non tarif f bar riers were wiped out, the  prospects ware not great enough for us to design cars for Ja pan . And I say this 
because the  common a llegation is, well, we care nothing abou t the 
Japa nese  market, because we don’t even bother to design a car 
with right-hand  drive, which is th e way all Japanese cars are. Tha t 
is very true . We used to sh ip right-hand drive cars  from England to 
Jap an,  and th at  was the manne r in which Ford, for one, sought to 
serve the Japa nese market with products bet ter  tailo red to the ir 
requirements.

But there is no way in which we could consider inves ting today 
in redesigning a Mustang or the  new Escort, which gets 30 miles a 
gallon in the  city, 44 in the  highway and would be a very, very 
competitive car. There is no way we could put on the  cost of 
making  the  right-hand drive to sell a few thousand  of those in 
Jap an,  and have them move over there into a $4,000-$15,000 price 
class against locally produced merchandise.

So I wish to emphasize while it ’s a serious problem, we are 
talk ing abou t something th at  has happened, it ’s been accomplished.
The plan worked. We are  not in th at  marke t in any  reality.
Nobody else is, either.

Mr. Wolff. Mr. Lagomarsino.

RAW MATERIALS

Mr. Lagomarsino. T hank you, Mr. Chairman. The competi tive
ness of U.S. automobile products and  others is cert ainly partly  at 
least  a  function of price. In the  case of automobiles, has the  cost of 
primary products like steel been a majo r factor in cost increases in 
dollars?

Mr. Scott. Yes.
Mr. Larsen. Basic raw materi als  of any kind, lead, zinc, copper, 

steel, rubbe r, glass.
Mr. Lagomarsino. How would th at  compare with  the  labor cost 

percentagewise  with the increases?
Mr. Larsen. There are  some basic raw materia ls which in 1979 

doubled in  price. Certainly labor did not, so you’d have to pick your 
raw material base. One of the reasons is certainly some increases 
in raw mater ial prices, some labor increases, some cost of Govern- «
men t regulation s—we have a new 1981 emission standa rd this  year 
to meet. It costs $300 to $400 a car  to meet it. There is no way to 
avoid th at.  It ’s jus t a cost we have to tack onto the  price of the  car.

Mr. Lagomarsino. Would it be your thought,  if we are  really .
going to catch up—I’m not talk ing abou t the  long run,  b ut the  2 or 
3 years you’re talking about  here today—that  we would also have 
to do someth ing to protec t the  intere sts  of t he steel industry,  for 
example?

Mr. Larsen. Well, you would be protecting  the  inte res ts of the 
steel  industry if you could increase the  sale of U.S. cars, I would 
think.
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Now there are  people in the  steel industry who talk about  pro
viding some kind of protect ion against  the  importation of s teel in 
this country . But it ’s the  old wheelbarrow gag. The Japanese are  
importing steel in the  form of automobiles, with  no restrictions .

REGULATIO NS— TAX POLICY

Mr. Lagomarsino. I was inte rested th at  nei the r of you, except in 
response to questions, made much out of this . I thin k Mr. Scott did 
ment ion it, and you ju st did, Mr. Larsen , but not  in your prepared  
stateme nt. You made very litt le ment ion of the  comparison of the 
situatio n in Japan and here with  regard to such things as tax  and 
investment policies, regula tions , and probably  the  most important, 
cooperation  against  antagonism  on the  pa rt of government, or at  
leas t your perception of tha t, and something probably  even as 
imp orta nt is th e predictability  o f wha t regu lations of policy will be 
down the  road a few years , as compared to here.  We don’t even 
know if th e regulation s we a re put ting  into effect one day will still 
be th ere  the next  day.

Mr. Larsen. We have a long speech on each subject, if you’d like 
to address  them.

Mr. Lagomarsino. The fact th at  you didn’t doesn’t mean you’re 
not concerned abou t it?

Mr. Larsen. We have not  lost our emotionalism  about regulation  
and tax  policy.

Mr. Lagomarsino. Mr. Larsen, in your  sta tem ent  you refe r to 
the  hys teria over fuel avail abili ty in 1979, and the  30-mile-per- 
gallon cars. Has the demand real ly been th at  sudden? Has it real ly 
been coming since 1973?

Mr. Larsen. No, in 1973 and 1974, the  firs t oil embargo, the re 
was a short -term  concern, the re was a short-te rm change  in the  
ma rke t th at  we thoug ht might be long term. Remember also, most 
of the decisions—we brou ght out the  Omni and the  Horizon and 
the  K car—most of th e decisions for those  cars were made in th at  
period. But that  1973-74 switch was sho rt term . In 1976, th at  
quickly, the  m ark et moved back  tow ard larger  cars.

Remember that  the price of gasoline in 1976 was about 50 cents a 
gallon still, and the n the re was the  slow and deliberate  conversion 
going on. As I say, those decisions were made to move to smaller 
cars. There was an order ly process the n going on to convert the  
whole industry  to sma ller fuel-efficient cars.

What happened in 1979 was a sudden, abrupt , and deeper  than  
ever and longer last ing than  ever change in firs t of all the  price Tt 
lite rally almost  doubled overn ight, went to a buck and a qua rter .

But more tha n that,  it was the  second shock, and I think  the  
second shock finally convinced the  American consumer tha t, by 
George, the re real ly was an energy  problem. As Mr. Guyer said, 
the  conversion was permanen t, we believe. We sincerely hope it ’s 
perm anent, because I can tell  you if gasol ine wen t back to 50 cents 
a gallon next  year, we would all be in here expla ining  how we 
missed the  m arket one more time.
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MOVING TO SMALLER CARS

Mr. Scott. Might I point out, sir, that  ever since the  late  1950’s, 
the re has been a consistent and steady  movement toward smaller 
cars in this country, and it was not in the  late  1950’s so much as 
because of gasoline costs or the costs of ownership. Back then  we 
saw the  introduction of the  VW in this country. We had a few 
Toyotas in here. We bought the  first  three Toyotas that  ever came 
into this  country and tore them  a part.

We saw the movement toward small cars  because people were 
interested in lower prices, they  were concerned abou t traffic con
gestion, they were concerned about the  lack of need to have two 
large cars—when they  had a second car, a wagon and a small car 
made more sense for so many people. So the re was a movement, 
and we were on track doing something about  tha t. Falcons came 
out in 1960, Mavericks and so forth  followed. We tended to make 
these  cars a little bit bigger when we replaced them , because th at ’s 
wha t people wanted, because people would pay more for them, and 
because our competitors were doing that  to us, and taking our 
market away.

But give and take the  changes as they  went along, there was 
such a movement. What real ly happened with  the  1973, 1974 situ a
tion we had the shock, we ended up converting to make more small 
cars, and P/2 years  later were paying $500 rebates to get them  out 
of the  dealership. Our deale rs were stuck with small  cars.

Then came the  Iran situation, and a very sudden  change. What 
really happened here  is we have telescoped into a very brief  period 
what I think probably would have been a decade of change with  
which we were dealing. We tho ugh t we were on th e road to doing it 
right , but  we could not handle  the  abruptness with which the  
public changed their  buying  habits. They can change the ir habits 
faster tha n we can change  our products, and th at ’s where the  
problem lies.

RESTRICTIONS ON JA PA NE SE  IMPORTS

Mr. Lagomarsino. Mr. Scott, have other markets restr icted  the  
Japanese?  You mentioned th at  in your statement, but can you give 
us some idea how they  do it, how other markets, the  European and 
so on, have  re stric ted Japanese imports?

Mr. Scott. Oh, certainly. I’d be happy to comment ju st briefly on 
it. The Latin American markets typically deal in term s of high 
tariffs , or they demand local content . We operate in Brazil, for 
example. There are  almost no Japanese cars in Brazil. You can 
count them on your left hand. I was down th ere  a  couple of months 
ago. I didn’t see one in 2 weeks.

The reason is that  you have to make 95 percent of the  car  in 
Brazil. We do t hat , we inves t there, we hire  Brazilians, we make 
cars, we make profits.

In Europe, it’s pre tty much the  same th ing. The Common Market  
has  now pulled itself  toge ther  in a way th at ’s made itsel f the  
second larges t or maybe the  thi rd largest marke t for cars in the  
world. We operate there,  and in the  several countries in which we 
manufac ture—Spain, Germany, England , Belgium, France—we are  
major factors in the market.  We outsell  GM outside the United



27

States , and we find th at ’s a market  that  takes very few U.S. cars, 
and for very good reasons:

Cars sold in Europe, generally  speaking, are  cars designed for th e 
European market. They are  smaller, more efficient tha n the  cars 
here, for the very reasons Mr. Guyer discussed.

Mark ets tend to shape the ir products, and the  circumstances  of 
older cities, narrow stree ts, very high gasoline prices in Europe 
shaped small products. We are  leaders in small car production in 
Europe. The E uropeans have a common externa l tar iff  in the  E uro
pean communi ty now. I believe it ’s about 11 percent, but  it works 
out to be a littl e closer to 14 percent, because of the  manner in 
which they apply it on tax able  products.

INROADS INTO ENGLAND-GERMAN MARKETS

The Japanese  are  now jum ping  that  duty, and they are  making 
very serious inroads into England and into Germany, two very 
large car-producing  countr ies. The Japanese dominate many ma r
kets where the re are  no local indus tries.  The poor Norways and 
Swedens and so forth, where  the re is a t best a minor car indus try, 
are  heavy with Japanese pene tration. But today the  Germans and 
the  Brit ish—in fact, the  EEC commission itself—is rising in great 
concern about wha t they consider the Japane se threat.

The Germans are  very upse t that  the  Japane se have gone from 
5- to 11-percent pene trat ion  of th eir  market.  The Briti sh have had 
deals with the  Japanese, illicit ly made in Acapulco, Mexico, we are  
told, in which the  Japane se finally  accepted  an ultimatum  from 
the  British producers and Government th at  they  would not take 
more tha n 10 to 11 percent of the  m arket in Brita in.

In fact, when the  Brit ish marke t slowed down 2 months  ago, th e 
Japanese cut their  shipment to Brit ain by 50 percen t, in an at 
tem pt to honor the  agreemen t they had made.

The French do many  things . We don’t quite underst and  how it 
works, but never more than  3 percent of th eir  marke t is Japanese 
cars.

Mr. Wolff. Are you suggesting we take a t rip  down to Acapulco? 
[Laughter.]

BREATHING SPELL NEEDED

Mr. Scott. It would be illegal  for us to do m any things that  are  
done in other count ries, as you know. I mus t cite the  point th at  
many  people express concern th at  protectionism for a few years— 
some kind of a breathing spell for us—would lead to great ret ali 
ation.

I consider that  a very questionable  sta tem ent  for anyone to 
make, because we are  the  last  ones. Everyone else has done it. 
Other nations have already learned  how to  res tric t each other and 
keep people out of the  markets . We are  still  wide open. We are  
being taken advantage of.

We know the  Japane se are  insta lling  more capacity  today in 
their  plan ts in Jap an. We know the  Japanese marke t is flat, it is 
not increasing  in volume. It is, in fact, taperin g off, yet they are  
set ting  more capacity in place, and it seems extremely  clear  to me 
where those cars are  coming, unless we do something about  it.

Mr. Wolff. The g ent lem an’s time has expired.

7 1 -0 2 8  0 - 8 1 - 3
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Mr. Pease.
Mr. P ease. T hank  you, Mr. Chairman.
Nei ther  of you gentlemen mentioned mandatory quotas in your 

testimony, mandatory  import restrictions . Is th at  correct? Neith er 
company approves or is asking for m anda tory re strictions?

Mr. Larsen. We are  not  a sking  for man dato ry restrict ions.
Mr. Scott. We didn’t ment ion it in our testimony, Mr. Pease, »

because we didn’t take  it upon ourselves to tell you how to do this.
We are saying, slow this down, somehow. We ar e petitioners  to the 
Inte rnation al Trade  Commission, and will appear before them Oc
tober 8, and we have in our petition recommended a quota. We rhave set the 1976 shipment of automobiles as represen tative of the  
1974-76 period, before the  Iranian situa tion  created this sudden 
windfall for the Japanese , and we urged consideration be given to 
sett ing the quota at the 1976 level. If th at  were to be done, it would 
be about  1.7 million imported cars, about a million from Japan, 
and about 700,000 from other countries. And in those circum
stances,  at those numbers, only the Japanese would be affected.
The othe r foreign count ry producers have not increased the ir ship
ments  to this coun try during that  time period.

AWAITING  ITC DECISION

Mr. Pease. Thank you. I underst and  that  you are  petitioning to 
the  ITC. Has Ford Motor Co. arriv ed at a fail-back position if the 
ITC denies any relie f on the  petit ion process? Will you then  come 
to Congress and support man dato ry quotas?

Mr. Scott. Well, in a sense we are  here  appealing  to Congress 
today. We are encouraging  the  approva l of the resolution , in ways 
we indicated in our testimony. We would favor a resolution tha t 
would be the join t resolut ion, that  would have the  force of law, 
that  would be an alte rna tive and could perhaps lead to action 
before th e ITC events unfold.

We are very, very concerned that  time  is run ning out, and it 
seems too critical  to move. If moves are  to be made, we feel they 
should be made before the  Japa nese set more capacity  in place, 
before they crea te excess capacity in the  world markets  that  will 
redound to the ir problems as well as ours, and perhaps the resolu
tion route  is a  faste r one to cause someth ing to happen .

LETTER TO CONSTITUENTS

Mr. Pease. You gentlemen may be in terested  th at  I recently sent 
out a newsletter to my cons tituents in the  13th Distric t of Ohio, »
which has a very large Ford assembly plan t, a large Ford part s 
plan t, a large GM parts  plan t, and a sma ller  Chrysler part s plant,  
and I gave my c onst ituen ts an opportuni ty to sign a let ter  which I 
said I would forward to Japane se automakers, suggesting  that  the •
Japa nese  do jus t what you have talked about  today, and that  is to 
res tric t the ir production to stra ight-time production, and not shift 
into overtime for car s produced for the United States.

I received a modest positive response from cons tituents to whom 
I sent the  lette r. I am surprised  at how much negative response I 
have gotten from my constituents , who are  not associated with the 
auto  industry. I would have though t th at  my cons tituen ts would



29

be—even if they  are not in the auto industry—conscious of how 
important the  automobile is to the economy of our area . I really  
have been taken aback somewhat by the  negative, almost  vindic
tive, atti tude of a lot of people who in no uncerta in term s are 
tellin g me that  the  auto  company management and UAW have 
gotten themselves into this, let them get themselves out.

* So I don’t know how much general popular support the re would 
be in the count ry for tha t kind of approach.

Mr. Scott. We found the broader knowledge there is of the  facts 
associated with the problem, the bigger the  support  is.

* We are quite  well acquainted,  however, with the  reaction you 
described. I think  th at ’s the convent ional reaction in some qua r
ters.  The companies have made the ir bed, let them lie in it; or 
we’ve overpa id our workers, or something.

We obviously don’t subscribe  to those theories . We need to get 
bet ter  productivity.  We are working to do tha t, and I think  we 
have had an adequate discussion of the  gasoline prices and the 
public perception of tha t.

Mr. Pease. Might I ask what  you would do if by one means  or 
ano ther the  U.S. auto industry were afforded that  2-year respite 
you have been talk ing about  today, and at the  end of 2 years, you 
have foreign penetra tion  still at a very high level and showing no 
signs of slacking off? And if the re was st ill substan tial  underut iliza
tion of the U.S. auto-building capacity, would you be willing at  t ha t 
point to sink or swim, or would you want  to extend  the  control 
beyond 2 years?

Mr. Scott. Ford ’s petition utilizing the  time periods indica ted in 
the  Trade Act of 1974 calls for a 5-year adju stment to the declining 
rat e of adjustment through  the period.

Mr. Larsen. Our position has been somewhat feisty, and that  is 
in effect to say that  if aft er 2 years, when we have completed the 
transformat ion of our coun try to all fron t wheel drive, four cylin
der powered cars, that are  equal to the  Japanese , we will take  
them  on in the  marke tplace . If then  we lose head to head, then a 
pox on us all.

EPA RATINGS

Mr. Pease. Very well. Apropos of th at,  I noticed in magazines or 
newspapers about  a week ago, the new EPA ratings  for 1981 model 
cars, and again the  top 10 were all foreign cars, a few of them  
marketed by Chrysler, and th at ’s in the  face of K cars coming on 
line, and Escort coming on line, and so on.

Do you feel that  that  will change by 1983, th at  U.S. cars will 
break into the top 10, or that  i f you get  reasonably close to it, othe r 
factors will lead people to buy American cars versus  foreign?

Mr. Larsen. Can I do a  commercial?
Mr. Pease. I thin k you’re entit led to equal time. I did a commer-

* cial before on the  Escort.
Mr. Scott. Tha t was jus t a beginning. [Laughter.]
Mr. Larsen. The EPA derby, as they  call it—they call it derby 

day when they annou nce those numbers, because everybody wants  
the ir car up in one of those top 10, and some strange  things get 
done as they qualify those light  little diesels, and so on, and th at ’s 
fine, they can have it. If t he purpose is to save oil, then  our ent ire  
fleet of cars all the  way from the  small ones to the  large ones has
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the  best fuel economy in the whole business. We’re 3 miles per gallon over GM or Ford.
In addition, we have more, in actual  numbers, more cars tha t get 

over 25 miles per gallon tha n Toyota, Datsun, Honda, VW and all 
the  rest. We will save more oil with our tota l fleet tha n they.

I regre t that  we don’t have a litt le Pony car up there at 60 miles 
per gallon that  we could get in the  paper, but  that  won’t save »much fuel, certainly.

Mr. Pease. I am told again from newspaper sources th at  VW is already working on a car  tha t will ge t 80 miles to the  gallon. When 
we ge t our fleet up to 30 miles, are  they  going to be way ahead  of *us? Are we going to be able to catch up?

Mr. Larsen. Our fleet average today is bet ter  tha n VW’s across the  board. There  is always  someone out the re somewhere—and the 
newspapers love to cover it—this 70-mile-per-gallon Moody-Mobile, which everybody remembers. I wonder whatever happened to that .The 80-mile-per-gallon vehicles and so on.

I th ink  you do have to protec t the  poor passengers who a re going 
to ride in that  car. They must  be safe and protected. There are 
some limits beyond which you can go in downsizing and making 
them small. Eighty miles per gallon is a  fantastic fuel economy for 
a car, since the average  motorcycle on the  road today gets 65.

Mr. Pease. Well, let me ju st say th at  as a person who represen ts 
a distr ict with a lot of a uto indu stry  people and employment, I’m very much interested  in your testimony today and your optimism for the futur e. I hope it pans out.

Than k you.
Mr. Wolff. The ge ntle man ’s tim e has expired.
Mr. P ritchard.

AU TO M OBI LE  M A N U F A C T U R IN G

Mr. Pritchard. Thank you, Mr. Chairman. It seems the re are 
several routes we can go here. One is to go the  route  a number of countries in the world are  doing, which is to set up bar rier s or 
processes or time frames whereby we guarantee a gre ate r share of 
the American market for our own manufac turers.

I gather  th at ’s being done by a substan tial  number of countries that  m anufacture automobiles. Is t ha t correct?
Most countries that  man ufactur e automobiles give some sort of preference to thei r own product?
Mr. Scott. Absolutely. Every count ry that  has a home auto 

motive indus try, except Jap an which does not now charge a duty, *but -----
IN C E N TIV E  SY ST EM

Mr. Pritchard. But when we are looking in the  world market, ■that  is a factor. I guess the  o ther thing is whether we set up quotas 
or w heth er we set up some incent ive system whereby we encourage 
more sales, or we set up some type of a n incentive , or help plan, 
which makes our products more competitive in the  world market. I 
guess your suggestion to us today is that  a time factor of 24 
months, where we make some limit  which would take  off some of the Japanese pressure.  Aren’t the re other things that  have to be
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done if we are to be competitive? As far  as tax incentives  a nd other 
modernizing of the  plants?

Mr. Scott. We would certain ly hope so. We have been quite  vocal 
over the years  in making the point th at  in an infla tionary econo
my, as we have been living, and opera ting what  we call a very high 
fixed cost and long leadtime indus try, that  we are severely dam-

* aged by the ravages  of inf lation.
It ’s bad enough to have a million-dollar machine deprec iated and 

about  to be replaced, and find that  its replacement is $3 to $4 
million, but it ’s even worse when we throw the  machine away at

’ the  end of 2 years because it made V-8 engines  and we a re tryin g
to reconvert. So you can see or sense the  enormous capital requ ire
ments we have. And unfo rtun ately we a re not generat ing the  cash 
at  Ford to make these changes. It is very difficult.

So obviously we are seeking some help in the  tax area th at ’s 
realistic, a realis tic appraisa l of the requ irem ents  of heavy indus
try.

I might add that  one of our strong urgings is that  consideration 
be given to making the  investment tax credit refundable. As you 
know, presen tly it ’s of no value. The companies that  need it the 
most are now making these multib illion  dollar investments, some 
with borrowed moneys. The companies that  need the  help the  most 
are  the ones that  are losing money and they, of course, cannot get 
it, because of t he tax law, the  administ ration, or other things.  So 
it ’s that  kind of problem. It ’s serious for us, and we do need help 
there .

We need to do many more things,  we can do ourselves, and we 
are  doing them. We have a new p artner ship with the  UAW. I have 
been privileged to par ticip ate a number of times in small meetings  
with Mr. Fraser and Mr. Caldwell, and I can assu re you that  we 
are  together on the recognition that  many actions have to be taken 
to improve the  produc tivity and managem ent planning  in the 
manne r in which we ru n this  business.  It ’s a healthy, welcome, and 
necessary move.

PRO DUC ING FOR WORLD MARKET

Mr. Pritchard. What you’re really  saying  is that  a variety of 
things must be done if you people are  going to be competitive in 
the  U.S. market. What I think  has to be done is you have to 
produce for the  world market.  If you only produce for the  U.S. 
market,  toward which I personally think  you leaned  a little more 
tha n you should have, because the  world marke t was more oriented  
to the  small car and the  U.S. m arket was orien ted to the large car. 
It seems to me that  you have got to produce a world car, and it ’s 
got to be competitive in the  world market,  at leas t those markets  
that  don’t have home-based manufac turers.

Wha t is your argument  to those who say th at  what America 
should be doing, if we are  going to give help and incentive to 
industry,  is to be backing winne rs ra ther  tha n our losers, and that 
wha t we are doing is picking up all our weakest and not giving 
help to those that  are  strongest? In the  long run, we are  going to 
end up not very competit ive in any of the  areas in the world 
market,  and that  we should try  and pick our best shots and give 
th at  ta x incentive’to them.
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Mr. Scott. I would only say the re have been something like 2,800 companies tha t manufac tured cars in this coun try since 1903. 
You’re looking at two of the  survivors, and I guess that has to make us winners. Any company th at ’s still here mus t be doing something  right about satisfy ing public demands and wants, and I would suggest tha t by elimination we are  the winners.

Mr. Pritchard. You are  th e winners.
Mr. Larsen. Could I answer that  question jus t briefly? There was some question last fall to the  effect of Chrys ler being a loser at that time, it ought to be allowed to die, and the winners, namely Ford and GM and AMC ought to be declared winners, and get the benefits of these tax breaks. That kind of talk isn’t around any more, because they are  all  losing money, a lot of  money.
The proposal we once had, a year ago last  May, was for a refundable tax credit for Chrysler instead of a loan guarantee, so we could get the money to do the  capita l investments we are forced to make. We got very littl e support at that  time, but  we got a  lot of support now because we are all losers.
I don’t thin k it would be appropr iate  to declare the  ent ire  automobile indust ry, which is going to lose a ton of money this year, 

the whole industry losers, and there fore do no thing  on the  tax base to provide the capital  they need to convert the ir indus try. I would suggest that is shortsighted.

BROAD APPROACHES NEEDED

Mr. Pritchard. It’s my own opinion that  all of these approaches 
should be made as broad as possible, and the  approaches to rein vigorate American industry should be done on the  broad scale. 
People love to talk  about this  rifle shot business, but  if we get competitive pushes from this indu stry  to th at  industry,  one wan ting a littl e bette r overseas tre atm en t and one wan ting bet ter tax 
break, or how we apply the taxes, it seems to me if we are  going to do it, we have to keep these efforts to make American industry healthy. We will have to do it in a broad brush , which in the long run I th ink  would be most he lpful.

I tha nk you gentlemen for coming, and once again , it points up the fact this is a far more complicated subject than  jus t that  American car owners or man ufac turers didn’t produce a small car. There are  a whole lot of market factors that  made it, I think , app aren t that  i f you were sitti ng at that time with the  s tockholders and all, you would have done the same thing, even though it turned out to be a bad guess because of the shortage.
Mr. Bingham [presiding]. The gen tlem an’s time has expired.Mr. Mica.

priorities in negotiations

Mr. Mica. Thank you, Mr. Chairman. Let me just ask each of 
you what would be your first  prior ity if we were to have these negotiations as called for in the  resolution?  Would it be in fact the overtime production?

Mr. Scott. Speaking for Ford, we would recommend if negotiations between the United States and Japanese Governments were authorized by the resolution  we would encourage th at  the  priori ty should be to seek the estab lishm ent of an orderly market ing agree-
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ment that would be definitive in nature , specifically along the  lines 
we discussed in term s of the  cutback  in uni t volume. An orderly 
marketin g agreement that  has a time cert ain and that is enforce
able.

Mr. Mica. Are you talk ing about stric tly Japan?
Mr. Scott. Yes.
Mr. Mica. Stric tly Japan.
Mr. Larsen. Yes. And our proposal transl ate s obviously into a 

specific agreement which essen tially  rolls it back to the level of 
imports into our country from the irs to about 1977 or 1978 levels. 
We would sett le for 1977 at  that  level, to roll them back to that 
level and make that  an agreement enforceable.

Mr. Mica. From a businessman’s viewpoint, you consider th at —I 
assume you do, but I’d like you to comment on the  effect it would 
have—a realis tic proposal that  would not substan tially cause prob
lems in the Japanese economy?

Mr. Larsen. Other count ries have imposed far harsher impor t 
restrictions.

Mr. Mica. Before or after the  action? In other words, we are 
already in a situation where  this is occurring. We’re coming in to 
do it now. Had we done this  before, we would not be in the 
situa tion of taking away product ion th at  already exists. We would 
have stopped the  production.

Did othe r countr ies do it before o r a fter?
Mr. Larsen. All I can say is i t hasn’t happened in Germany. My 

guess would be they  are  concerned about  the  same increase in 
imports  from Jap an  we are. Whatever  action they  will take will 
probably not bring  retrib ution. I doubt that  ou rs would, as well. We 
are  not asking for them  to close down the ir automobile plants. We 
are  simply saying  by way of illus trat ion, if you will just stop 
shipping overtime units , you won’t lay anybody off in Jap an. So 
you’ve done no harm  to the Japanese worker that  might  call for 
retribution, by way of illustrat ion.

Mr. Mica. Have you had any discussions with Japanese repre
senta tives  to this  effect?

Mr. Larsen. We have  not. We feel th at ’s a government-to-govern- 
ment discussion that  ought to take  place.

ELECTRIC CARS

Mr. Mica. Let me ment ion one thing. I keep gett ing a lot of 
newsletters  from the  Electr ic Car Institu te, and we are  talk ing 
about new approaches and initia tives.  Is the re anythin g on the 
horizon?

Mr. Larsen. We have  a g rea t horizon, yes.
Mr. Mica. And t ha t’s it?
Mr. Larsen. No, we are  working on electric cars, I think every

body is. We have one of the  best electric cars we’ve worked out 
with the Electric Storage Bat tery  Co. and General Electric. We 
bui lt the  car, Electric  Storage Bat tery  buil t the  batte ries, and GE 
bui lt the motors that  drives them,  and we buil t lots of them. We 
have tested lots of them.

Everybody, I thin k, is still hung up on the  same basic problem; 
th at  is the need for some kind of a real technological breakthrough 
in bat tery  technology. They still don’t compete.
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Mr. Mica. If your first prior ity is tha t of the  overtime  units, and 
it does not come to pass, is your fallback position, or would you 
advocate trade barr iers  and rest rain ts? Mr. Scott?

Mr. Scott. I’m not the one who has cited overtime  units  as the 
quanti ty to be cut back. We are  formally on record seeking a 
restraint to a given numerica l level.

r
OTHER ALTERNATIVES

Mr. Mica. The point, though, if these negotia tions don’t work out 
in a cooperative agreement, will you be back to us looking for a 
tar iff ba rrie r or a  definitive quota?

Mr. Larsen. I don’t know. Th at’s hard to say. We h aven’t really 
made tha t decision. Our hope is—and don’t let Mr. Scott mislead 
you, we are quite close in our position, we also want a specific 
number. We a re illus trating by the  ove rtime business.

We are extremely hopeful that  some resolution  will be made on 
tha t basis, of a voluntary agreement. I’m not prepa red to say today 
whether we would not come back and petition for formal tar iff 
barriers.

I think, quite frankly, we can bring  in information, exte nt of 
damage, what the  future will hold, if someth ing isn’t done. But I 
think the U.S. Congress, the  Government, the administ ration, 
whatever, needs to make a basic decision about the  hea lth and 
strength  of its larges t industry. We ought to answer any questions 
you have, we ought to expla in the  problem.

But I don’t th ink it’s a decision th at  we ought to make.

TIME IS OF THE ESSENCE

Mr. Mica. Do we have a limited amo unt of time? I mean are  you 
saying if we don’t do this within  6, 8, 12 months, it ’s too late?

Mr. Larsen. Yes.
Mr. Mica. Yes?
Mr. Larsen. Well, what’s happening  is, Mr. Scott pointed out the 

Japanese  are  now putting in place large additional capacity  for 
production of cars in t ha t country. The Japa nese market is s atu ra t
ed and flat. The other  count ries of the  world have already set up 
barr iers  against more Japa nese products. There is no place those 
products can go but in here. As they come in with a quantum  leap, 
and cause attr ition in this  market, the re is struct ura l and long
term damage th at ’s done. Dealers and customers  are lost, factories 
are closed, and cannot be reopened. There  is long-term stru ctu ral  
damage that we are concerned abou t tryin g to bring  to the  Con- *gress.

Mr. Mica. How long do your people estim ate we have to take 
some action before we pass t hat?

Mr. Larsen. It’s hard  to say in days or weeks, but I would •measu re it in months.
Mr. Scott. There are any number of things that  can be done. Let 

me say one more thing. It is just urgent that  this  issue be ad
dressed. It seems incredible to me th at  we can continue to talk  over 
many months while we have a million men on the street  in this 
country , and the Japanese  are sending us cars made on overtime. 
Someth ing is out of joint. That isn’t th e way th ings are supposed to
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work in this world, and it ’s only that  way because a catas trophic 
kind of change occurred here in the  market  because of th e public 
realiza tion that  we really do have an energy shortage, gas prices 
going up, and the  concern following it. Something needs to be done, 
and there are so many ways it  can be approached.

We have a number of fallback positions, I suppose one might  say.
Mr. Mica. Thank you. Mr. Chairman, I believe my time is up. I 

would agree with the closing statement, someth ing is out of joint,  
as you put it. We need to take  some action, if we can do it very 
quickly.

Mr. Bingham. Thank you.
Mr. Gilman.

QU OT A SY ST EM S

Mr. Gilman. Thank you, Mr. Chairman. I want  to tha nk  the 
witnesses for giving us some of the best of the ir thinking.

There apparently is a general consensus that  we are  in need of a 
smaller,  fuel-efficient vehicle. You are  recommending that  we try  
to withhold some of the  Japanese  imports d uring the period of t ime 
we need to gear up and produce those vehicles.

Wha t’s going to prevent our marketplace from reaching out to 
othe r countries  for this  smal ler vehicle in the  interim, once we 
impose a moratorium on Japa nese  vehicles?

Mr. Scott. The Ford petition to the  ITC recognizes the  need to 
tre at every thing at once around the world, and we have suggested 
a quota system that  would or could impact the  European produc
ers, but it so happens most European producers are  shipping to us 
at a level far below the ir 1976 rate adjusted to this 1,700,000 
proposed. So they would not be impacted unless  they increased 
the ir shipments appreciably.

More important ly tha n tha t, Mr. Gilman, price is a factor  that 
has limited the  European penetrat ion and futu re increasing pene
trat ion  of th is market.

Mr. Gilman. You don’t th ink  once we impose a restr iction on the 
Japanese  market, that  the European producers are going to try  to 
pick up that  portion of the  market  by eith er price adju stment or in 
other manners?

Mr. Larsen. They are  tryin g now, and the  point is, in term s of 
price, they are  not that  competitive. They have every opportunity 
to come into this  m arket today.

Mr. Scott. Genera lly speaking, European cars are quite high- 
priced cars. There are  increasingly more unusual types, the 
Porsches and so forth, and the  higher priced, diesel-equipped cars. 
It is not the  equiv alent  of what I’ll call the  30-mile-per-gallon 
syndrome.

RELA TIO N SH IP  W IT H JA P A N E SE  M A N U FA C TU R E R S

Mr. Gilman. Do either of your firms have any relat ionsh ip with 
any of the J apanese  man ufac turers at  th e present time?

Mr. Scott. Ford has a 25-percent in terest  in Toyo-Kogyo.
Mr. Larsen. We have a 15 percent in Mitsubishi of Japan .
Mr. Gilman. Both of those are producing and selling vehicles to 

this country, are they not?
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Mr. Larsen. We sell Mitsub ishi products  through our dealership 
here, yes.

Mr. Gilman. Are you suggesting a rest riction on t he  impor tation 
of those vehicles?

Mr. Larsen. We have not increased at all the  number of Mitsubi
shi products we have sold thro ugh  deale rs in this  coun try in this 
same period. They are  held at  the  levels they  were in 1977, 1978. 
We have not had this  quantum  leap in imports from Mitsubishi 
that the  o ther  Jap anese manufactu rers  have.

Mr. Scott. We have suggested a minim um for duty-free, quota- 
free, th at  in effect real ly impacts our recomm endation against the  
largest of the Japa nese  producers.

Mr. Gilman. I’m not quite cer tain  I underst and  that,  Mr. Scott. 
Could you explain th at  a litt le bit further? You are  suggesting a 
floor?

Mr. Scott. Yes. I think  it ’s 100,000 per country. We suggested a 
no-duty, no-problem ent ry of something like 100,000 units , some
thing like tha t; which in effect e liminates any impact on the small 
er producers.

Mr. Gilman. What  product is Mitsubishi?
Mr. Scott. Toyo-Kogyo sells under the  brand name  Mazda. 

Mazda, GLC, Mazda RX-7, and  so fo rth. The petit ion we filed would 
limit  Japa nese  car imports in absolute tota ls to 930,000 units per 
year. I don’t have a breakdown here  how we calcu late the  impacts 
of separate  companies.

Mr. Gilman. Does your peti tion recommend any  quota for the  
different countries?

Mr. Scott. We do not describe it in term s of producer. We talk ed 
in terms of country source.

Mr. Gilman. But i t would include the Mazda?
Mr. Scott. Yes, pre sumably, so.
Mr. Bingham. Will the  ge ntleman  yield?
Mr. Gilman. I ’d be pleased to yield.

MITSUBISHI CAR S IN UNITED STATES

Mr. Bingham. Mr. Larsen, under wha t name are  the  Mitsubishi 
cars sold in this country?

Mr. Larsen. If you will just sit for anoth er commercial, our 
Plymouth Champ and our Dodge Colt are  the  highest mileage 
gasoline-powered cars sold in  this  country this year . We have a 50- 
mile-per-gallon highway car, called Plym outh Champ, Dodge Colt, 
and some othe r models spun off of those.

Mr. Gilman. W hat portion of the  Japanese ma rke t does the Ford 
Japanese product have and the  Chrysler Ja pan ese  product?

Mr. Larsen. What  share of th e Japanese ma rke t does Mitsubishi 
have? I can’t tell you the specific number.

Mr. Gilman. Approximately.
Mr. Larsen. 10 percent.
Mr. Scott. The company in which we own 25 percent has prob

ably no more tha n 2 or 3 pe rcen t of th is ma rke t und er the  Mazda 
brand . We also import a Courier truc k which is a truck manufac
tured for us by Toyo-Kogyo with a Ford engine  and some othe r 
Ford components in it. I did not include th at  in my previous remarks.
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Mr. Larsen. You’re talking about the  penetra tion  of the  Japa 
nese marke t by our Japanese products.

Mr. Scott. Oh, I’m sorry. I was speaking of the  penetra tion  of 
the  U.S. m arket by our  Ja panese affiliates.

PENETRATING U.S . MARKET
«

Mr. Gilman. No, I’m talk ing abou t the  penetra tion  of the  U.S. 
marke t by your Japa nese coun terparts.  Wha t percen tage of the-----

Mr. Larsen. The 10 percent I gave you is penetra tion  of the
• Japa nese  m arket .

Mr. Gilman. No, what percentage  of the  U.S. marke t are  your 
Japanese  counterp arts  making a t the  p rese nt time?

Mr. Larsen. About 100,000 unit s out of 10 million cars  a year. 
What  is t hat ? 1 percent?

Mr. Scott. I have data here  which are  indus try-available data,  
which indicate that  Mazda is gett ing 1.5 p ercent of the  U.S. marke t 
in 1979, and the  Mitsubishi car merchandised by Chrysler got 1.3 
percent of the  U.S. ma rke t in  1979.

Mr. Gilman. Ju st one step fur ther, then , with regard to those 
statistic s. Wha t portion of the tota l Japane se exports to our coun
try  does tha t represen t?

Mr. Larsen. Out of 3.4 million this  yea r—100,000 out of 3.4 
million would be our share.

Mr. Scott. Mazda in 1979 sold abou t 150,000 cars here  out of a 
total , import total , of 2.2 million cars. So it ’s 7 percent for the 
Japa nese  imports. And the  Mitsub ishi rela tionship  is j us t slightly 
over that , P/2.

Mr. Gilman. Are we safe to say conservatively  speak ing that  
between both of your  companies, your Japane se counter par ts have 
captured  about 10 p ercent of the American market?

Mr. Scott. No, sir. More like 3 percent in total . The numbers  I 
just gave you, like 7 percent, were 7 percent of the Japane se cars 
shipped to this  coun try are  Mazdas, 6 pe rcen t are  Mitsubishis. But 
the  sale of those cars in this  country represen ted in those dist ribu 
tion networks, Mazda taking  1.5 percent of t he  tota l U.S. market,  
and Mitsubishi 1.3, a total of about 3 percent for those two car 
lines.

Mr. Gilman. Of the total U.S. ma rket?
Mr. Scott. Of the  to tal  U.S. market.
Mr. Gilman. Between your two companies , it represents abou t 13

• percent of the tota l Japanese exports to  th is country?
Mr. Scott. To this country.
Mr. Gilman. Thank you.
Thank you, Mr. Chairman.

• Mr. Bingham. Gentlemen,  it’s been a most interest ing session. 
We appreciate  your being with  us. We are  sorry  that  Genera l 
Motors couldn’t join you today. In any event, we very much appre
ciate your testimony a nd thank you very much.

Our next  witness is Mr. Robert M. McElwaine, president of th e 
American Intern ationa l Automobile Dealers Association.
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STATEMENT OF ROBERT M. McELWA INE,  PRESIDENT, AMERI
CAN INTERNATIONAL AUTOMOBILE DEA LER S ASSOCIATION
Mr. McElw ain e. Mr. Chairm an, I am accompanied by the chair

man of the board of our association,  Mr. Edward Connelly of Cin
cinnati,  Ohio, on my left; and my counsel, Mr. Bar t Fisher on my 
right.

I certainly appreciate the patience you have shown, Mr. Chair
man, in givin g us this opportunity to state our side of the case to 
the members of the committee who remained to hear it.

We submitted our written testim ony for the record, and I would 
just  like to comment as brie fly as I can on the subjects covered in 
that testimony, as well as on some of the statements tha t have 
been made h ere today.

MISCONCE PTIONS

Mr. Chairm an, the problem I have  is there are so many miscon
ceptions, half-truths, and untruths, about the automobile business, 
in part icular about the imported automobile  business tha t are 
preva lent in the country  today, among the press, and in wha t is 
sort of the popular wisdom, that it’s very diffic ult sometimes, very  
dispiriting, to someone in my position to try  to respond to all of 
this.

In the time I have here, I will  make an effort  to give you the 
trut h as I see it, and hope tha t we can have a discussion on the 
subject afterward.

There  are so many myths about our industry, but  I guess none is 
more preva lent than the sort of general  concept that if only the 
Japanese would remove some kind of unnamed, unspecified bar
riers to the sale of American  automobiles in Japan, we would 
somehow be selling millions of Detroit-made cars in tha t country.

There  is a  s tory prevalent in our indu stry today about a domestic 
car dealer  in terrib le difficulties; because  he’s been a good soul and 
a good citizen, he’s granted one wish, and the wish he makes is 
that he become an imported automobile dealer. His wish is grant
ed, and he finds himself a Chry sler dealer in Tokyo.

I thin k the irony of this litt le story rea lly describes a kind of 
contrary truth about this attitu de, because the truth is if  the 
American  manufacturers can ’t compete with  the Japan ese manu
facturers in this country, how in the  world are they going to do it 
in Tokyo? And until they come up with  a product tha t will  be 
competitive, there is no point in crying about some imag inary 
trade barriers to American cars tha t exist  in Japan.

NOT  MAKIN G CARS FOR JAPANESE MAR KET

We have n’t sold many American  cars in Japan, simply  because 
we have not made cars for tha t mark et, nor have  we ever attem pt
ed to penetrate that market.

Our association sent a mission to Tokyo back in April  of this 
year and we interviewed some of the dealers  who sell Ame rican 
cars in Japan,  those that are sold there. Some of the things we 
found out were that  the Ame rican  manu facturers have yet  to send 
an advertisement or a brochure or sales pamphlet on an American
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car to Tokyo that  wasn ’t wri tten  in English. They have never  
created a n ad in Japanese.

The Japa nese drive on w hat we would call the  wrong side of the  
stree t. The American man ufactur er has neve r sent  a car to Jap an  
with right-hand drive.

The way they  sell cars there is, in  spite of the fact the  Japane se 
« have very specific require ments and safety  standards and emission

standard s more rigid tha n ours, by a considerable degree, we have 
never  made any cars in this  country to the  Japan ese  specifications.

Instead , our man ufac ture rs make our American-made cars, made
• to U.S. specifications, ship them  to Jap an,  and then hand-modify 

them,  individual  workers by hand  tak ing  each model and  modify
ing it to meet the  J apanese specifications, changing the  headl ights , 
put ting  a shield around the  catalytic converter, with all the  neces
sary steps that  have to be done to meet the  J apanese stan dards on 
a one-by-one, hand-tooled basis.

We heard here  a complaint about the  fact that  the  Japanese 
demand to inspect every single car th at  is sold in Jap an,  ra ther  
tha n simply OK an entire  line of cars. That is the  reason . The 
Japa nese have said frequent ly they  would OK an  e nti re line of cars 
if those cars were made to Japanese  specifications.

They have even volun teered to fly the ir own inspectors at  the ir 
expense to Detro it to inspec t the line of cars  a nd see th ey mee t the 
specifications. But when each car has been individually  retooled to 
meet the ir specifications, nat ura lly  each car has to be examined. 
Th at’s the fact of the  case. On top of this, because the  Japanese 
consumer is very meticulous about  his purchase  of an automobile,  
the  purchase of an automobile to a  Japa nese worker is an extreme
ly serious step, and he requires that  this car  meet very demanding  
specifications.

REBUILDING AUTOS

Consequently, American cars shipped to Japa n are  pract ically  
rebuil t. The doors are  removed and rehung  to insu re th at  they 
close properly. Individual body seams are  retooled  to make sure 
they  fit, so tha t you don’t have that  kind of box-shaped line along 
the  side of the  car, where the  doors go, as you see so frequently on 
American cars.

If Toyota shipped cars to the  United States in exactly the  same 
fashion as the  Amer ican manufactu rers  send cars to Jap an,  the 
Toyotas in  this  country  would cost $25,000.

The tru th  is t ha t the  U.S. manufactu rers  have  never  shown any 
great inte res t in the  Japane se market. In fact, we h eard confirma-

• tion of tha t fact here  today, listen ing to the  manufactu rers ’ repre
sentatives. Instead, General Motors, with  its 35-percent inte res t in 
Isuzu; Ford, with  its 25-percent intere st in Toyo-Kogyo; and 
Chrysler, with its 15-percent share of Mitsubishi, have been con-

• ten t to reap substan tial  profits being made by the ir Japanese  a ffili
ates.

We hear complaints th at  the  Japane se marke t is closed to 
American cars, and  yet  the  American man ufac turers sell four 
times  as many cars in Japa n as they  do in the  Common Market. I 
hav en’t heard complaints  that  the  Common Market excludes 
American automobiles, and  yet the re are  fewer cars sold the re 
than  in  Japan  by our companies.
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The fur ther tru th  is that  if American companies ever really 
decide to invade the  Japanese marke t—as well they  might  one of 
these days, since the re is no duty on cars being shipped into Japan, 
and no duty on par ts being shipped into Japan and no subs tanti al trade b arr iers—they a re certainly not going to do it with  cars made in th e United  States.

We heard statements made here  today th at  it ’s economically »unfeasible to ship cars to Japan for sale, and I think  th at ’s prob
ably true . If General Motors, Ford, or Chrysler decides to ship cars 
to Japan,  they are  going to make those cars at some of the ir 
existing  facilities in Taiwan, Korea, or Australia, where the  labor *costs are  roughly half what  they are  in Jap an,  where the ir ship
ping costs would be negligible, and where the  host coun try would 
practically pay for the  entire  cost of the  new facility throu gh government grants, tax  credits, and quick writeoffs.

IMPORT SALES FLAT

One of the  most prevalent myths we face every day is the  myth that  imported car sales in this country are  increasing on a daily 
basis by leaps and bounds. The tru th  is—and I am quoting from 
Ward ’s Auto World, the  official statist ics-keeper of the  domestic 
automobile  industry, is that  imported car sales in the  first  hal f of 
1980 increased over the  same period in 1979 by exactly  13,000 units.

Mr. Chairman, th at ’s 1 day’s sales for General Motors. It ’s a negligible increase. What’s actu ally  h appening is tha t imported car 
sales have been absolute ly flat. In the  same period when domestic 
car sales dropped by more than  a million units , an import sales 
increase of 13,000 uni ts cert ainl y makes  it hard to give credence to 
the  claim tha t imported  cars  are  the  cause of Det roit ’s malaise.
During  the  time when impor ted car sales had this marg inal in
crease, General Motors increased its sale of small cars, the  field in 
which we are direct ly competitive , by more tha n a quarter of a million units.

I think  the tru th,  Mr. Chai rman , is th at  while the  industry  has 
been pointing its f inger at  imports, General Motors has  quietly and 
efficiently gobbled up the American small car market.

Restricting automobile imports is frequently  described here as a relat ively  painless way of easing  the  pains  of the  domestic auto 
mobile industry . But we have all kinds of studies here by the U.S. 
Government, by the  Congress, by commit tees of the  Congress, 
which point out the  fact th at  rest rict ing imports as a means of 
putt ing people back to work is one of the  most extravagantly 
expensive processes that  the Government  can possibly engage in.

Studies by the Congressional Budget Office, the  Council of Eco
nomic Advisers, and independent research ers have put the  cost to 
the  consumer for reemploying a single autoworker through import 
res tra int s anywhere from $100,000 to $360,000 per year. That’s for one worker, just to put one m an back on th e assembly  line.

BU RD EN ING CONSU MERS

I thin k it places an unconscionable burden on a consumer to ask 
the  public to pay $4 billion a year  in addit iona l costs for auto-
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mobiles in order  to provide employment for from 10 to 20 percent 
at best of the laid-off automobile  workers today.

I think you have to fur the r consider the  impac t this would have 
on the  imported automobile indust ry. None of the se studies  I have 
stated here  take into consideration the  150,000 American workers 
who ar e employed in imported automobile agencies.

* These are  t he members of our  association, the  5,000 independent 
American businessmen, who have invested  $4 billion in the ir agen
cies, and the  150,000 workers they  employ, at an annual cost to 
them  of $2x/4 billion.

* A study done for us by Harbridge  House, a very noted Boston 
resea rch firm, shows th at  reducing imports by 400,000 units might 
provide as many as 26,000 jobs in domestic man ufactur ers and 
dealersh ips. If you assume that  every single imported car  sale 
th at ’s cut out is re presented by an increase by one unit in domestic 
cars.

But the  same study shows th at  such a loss in  imported car sales 
would cost more tha n 26,000 jobs among our dealership. In other 
words, we would have an absolute wash in term s of employment  in 
the  United States , at  a cost to the  consumer of over $4 billion, 
simply to finance this  tremendous  tr ansfe r in employment.

FAILUR E OF U.S. MANU FACTURERS

Mr. Chairman,  t he  problems with  the  domestic automobile indus
try  have not been caused by imported automobiles.  They have been 
caused by a massive failure  on the  pa rt of U.S. man ufactur ers to 
reinvest  the ir profits  in their  U.S. product ion facilities over the  
past  severa l decades. During the  years  when the  U.S. auto compa
nies were enjoying record profits, because of the huge economies of 
scale that  they  realized in the  production of mi llions of la rge, old- 
fashioned, fuel-inefficient automobiles, they failed enti rely  to put  
these profits back into crea ting  modern factories, new designs, and 
engineering b reak throughs .

Let ’s not forget it was only 1978 and 1977 when for 2 consecutive 
years the  domestic automobile indu stry  set record-high profits for 
themselves, but  inste ad of plowing back the  profits  into the ir own 
indus try, they  pa id lavish dividends, they  paid the  h ighes t wages in 
American industry,  more tha n one-th ird higher tha n national in
dustry, they  paid the  high est executive salaries  in the United 
States , and they  invested , as we heard here today, in new and 
modern  factories in Spain, in Wales, in Germany, in South Africa, 

a  in Korea, in Brazil, in Argentin a, in France, and elsewhere.
The amount of inve stment spent in the  domestic indu stry  is 

absolutely dwarfed by w hat  is being spent  by the  overseas competi
tion of the U.S. manufa cturers.

EQUIP MENT PER EMPLOYEE

In 1968, the  Toyota plants  in Jap an housed about $16,600 worth 
of equipment for each employee in the  plan t. At th at  t ime General 
Motors was already behind, with about $11,900 in equipment  for 
each employee, bu t over the following decade, Toyota doubled that  
ratio to more than  $40,000 in equipment  per employee, while Gen
era l Motors amo unt of equipment per employee actually declined.
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And this, in essence, is the  cause of the  problems which the  domes
tic automobile industry  faced. We heard  a great deal this  morning 
about the  threatene d expansion of capac ity on the  part of the 
Japanese  man ufac turers and what  a tremendous threat this  was 
creat ing for the  domestic automobile  indu stry  because the  Japa 
nese man ufac ture rs were going to grea tly expand the ir productive 
capacity over th e next 2 years.

This question was taken to the  J apanese ear lier  this  year. It was 
taken then by a  Subcommittee on Trade of the  Committee on Ways 
and Means—the rat he r well-known Jones report . And at th at  time 
the  Minis try of I nternational Trade and  Indu stry  in Jap an  report
ed to the  Jones Committee that  they had  s tudied the  s ituation, and 
that  they  had learn ed the Japanese automobile industry plans  no 
significant capaci ty expansion over th e next  2 or 3 years.

They were spending something l ike 644 bi llion yen in new equip
ment  at  t his time, but three-qu arte rs of th is amount was simply to 
be used to modernize the ir factory, to auto mate and make  them 
even more modern tha n they  are; but th at  25 percent of this  new 
capita l investment was being used to expand capacity for engines 
and transaxles, to meet the  demands of U.S. domestic automobile 
manufac turers for such equipment from the ir Japanese allies.

So we have the  spectacle of American automobile companies 
complaining abou t the  expansion of Japa nes e productive capacity, 
when 25 percent  of th at  expansion is because the  domestic compa
nies are  buying engines and tran saxles from these  Japanese com
panies.

I have to say that  during this same period of t ime, the  Federal 
Government hasn’t been much help. The domestic automobile com
panies were forced to expend their  engineering and design tale nts  
and resources in devising ways to meet expanding, frequently  con
flicting, and often changing G overnment regula tions.

U.S. TAX POLICIES

U.S. tax policies made it imprudent to return  overseas profits to 
the  United Stat es for reinvestment here.  Here we have the  specta
cle of domestic automobile  companies, some of which are extrem ely 
cash wealthy outside the  United States , but  are  desperate ly shor t 
of capital in the  U nited  S tates,  but they dare not bring  t ha t capital 
they  have overseas back to this  count ry because of our tax policies, 
which would make them liable to extrem e tax penalties.

The Ford Motor Co. recently brou ght in $1 billion from its 
German affiliate, which was regis tered  as a loan, and thereby they 
avoided taxes on that  part icu lar  sum.

At the same time, the  energy  policies of t he United States cre
ated artifi cially  low prices for fuel, and thus made it possible for 
U.S. companies to continue making and selling automobi les that  
averaged less th an 12 miles per gallon  through 1978.

We have heard testimony here  today as to wha t happened short
ly afte r tha t, when gasoline prices doubled. They were unab le to 
sell these fuel-inefficient cars, of course, and imports were avai la
ble, and they  have sold. But wha t is not pointed out is th at  the  
domestic cars that  a re modern and fuel-efficient have sold extremely well.
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In fact, the  sale of domestic small fuel-efficient cars has  in
creased subs tanti ally and they have even taken back a good shar e 
of ma rket in the small car  field from th e imports.

When the  U.S. manufac turers do have an adequate supply of 
modern fuel-efficient automobiles, undoubtedly they are going to 
sell well. In fact, there are  very strong indications, Mr. Chairman, 
th at  the  U.S. a uto recession has already bottomed out. Sales have 
definite ly improved. Over the  last  60 days, the  ann ual  selling rat e 
has increased by over 1 million units , employment is up, the  
number of employees on indefin ite layoff has declined from a peak 
of 250,000 down to 219,000. While cert ainly such levels of employ
men t in a major indu stry  are  intolerable in this  country, they  
follow the  same pat terns of previous auto  industry  recessions in 
1969 and 1970 and in 1973 and 1975, when imports were not 
considered a contributory factor.

Mr. Bingham. I’m sorry  to have to inter rupt  you, but  we have 
lost our audience because of a vote. We’d better suspend now. We’ll 
be back.

[Recess.]
Mr. Bingham [presiding]. The subcommittees will resume the ir 

session. Mr. McElwaine, you may proceed.
MULTILATERAL TRADE AGREEMFNT

Mr. McElwaine. Thank you, Mr. Chai rman . I apprecia te the  
opportuni ty to wrap up here. I have only a few more  things to say, 
but  I think  it is sort  of th e heart  of ou r testimony. It involves the  
fact th at  i t was only a  few months ago tha t the  Congress placed its 
final approval  on the  new mu ltil ate ral  trade agreemen ts under 
which this Nation and the  other natio ns of the  world pledged to 
reduce tariff s and non tari ff barrie rs to t rade .

I had the privilege and the  joy of being in  the White  House when 
President Car ter signed th at  b ill into law, and it seems like it was 
just a very short time ago. As a part of th at  agreem ent, procedures 
were established by which unfair trade practices, export subsidies, 
dumping, restr ictive  practices and so forth, could be prevented. 
Specifically, machinery was establi shed to prev ent injury to domes
tic industries  from sudden  escalations  of imports.

Now th e very firs t such major escape clause action—indeed, the  
largest escape clause action in the  histo ry of world trade—is now 
before the  Inte rna tion al Trade Commission. I personally find it 
singu larly  disappointing to find before this  Congress, the  same 
Congress tha t establ ished the  m achinery designed to deal with this  
sort  of situa tion, a resolution which is designed specifically to 
circumvent the actions of the Internatio nal  Trade Commission, and  
to bypass and make worthless the  ent ire  trade machinery  so re
cently  established and approved by this  very Congress.

The Trade Act codifies the  means  by which American industry  
may atte mpt to persuade the  P resident to res tra in or limit imports. 
The sta tut e direc ts that  such steps are  dependen t on certain find
ings. In contrast, Mr. Chai rman , resolution 363 has  no requ irement 
of investigation, no requ irem ent of procedura l due process, or even 
of fairness, and directs the  Pres iden t to ignore the  machinery  
establ ished by this Congress for dealing with trade problems, and 
to take steps to limi t a cer tain  type of import, whe ther  or not any

7 1 -0 2 8  0 - 8 1 - 4



44

objective an alysis  shows it to be causing  injur y to a domestic indus
try. It doesn’t even direct th at  the  remedy bea r any par ticu lar 
relati onship to the  alleged grievance.

RESTRICTIONS ILLEGAL

Mr. Chairman , the members of ou r association believe a decision 
of the  Japane se man ufac ture rs—and I wan t to be very careful 
about  this—a decision made in concer t with the  Ameri can impor t
ers to res tric t the  supply of products to the ir American dealers 
would be a conspiracy in res tra int  of trade, th at  would be illegal 
under the  an tit ru st laws of th e Unit ed States. And our association 
intends to c hallenge that violation of U.S. law in  the  courts.

We do not believe th at  Americ an Government officials should 
coerce foreign exporters into committing  illegal acts, nor do we 
believe th at  the  U.S. Congress, even with its awesome and  far- 
reaching powers, has the  right to declare an illegal act legal.

We ask th at  this committee rejec t this  resolutio n, th at  you reaf
firm the Congress previously expressed support for procedu res es
tablish ed for dealing with trad e matters; th at  you permit  t he  Int er
natio nal Trad e Commission to make  its findings and recomm enda
tions on th e automotive case known to the  President , so he may act 
in the  manne r which has been prescrib ed for him by this  Congress.

I tha nk  you very much, Mr. Chai rman . If you have any ques
tions, I would be most happy  to try  to answer them  or refe r them 
to my colleagues here.

[Mr. McElwaine’s pre pared  sta tem ent  follows:]

Prepared Statement of Robert M. McElwaine, President, American 
International Automobile Dealers Association

Mr. Chairma n, We have submitted our wri tten  testimony  for the record, and I 
would like to comment briefly on the subjects covered in th at  testimony and on 
what  has been said before this committee ear lier  today.

Mr. C hairman,  there are  so many misconceptions, half-tr uths and untru ths  preva
lent about the imported automobile indu stry in America, that  someone in my 
position frequent ly feels a sense of overwhelming frus tration and inadequacy in 
attem pting  to respond to these allegations. In the time available to me here, I will 
try  to state  the tru th  as I see it and hope t ha t the members of th is committee will 
reta in an open and  receptive mind to the informatio n I have.

The most p revalent myth about the  automobile indust ry today is th e concept t ha t 
if only the Japa nese  would remove some unnamed, unspecified barrier s to U.S. 
automobiles, our manufactur ers would soon be selling millions of Detroit-made cars 
in Japan. Mr. Chairman, this brings to mind a story being told in our business 
today. It concerns a domestic-make car dealer, one in terri ble difficulties, who is 
grante d one wish. His wish is tha t he become an imported automobile dealer. His 
wish is granted—and he finds himself  a C hrysler  dealer—in Tokyo.

The moral of the  little story is—is we can’t compete w ith ’em in America, how in *
the world are  we going to compete with ’em in  J apa n?

The tru th, Mr. Chairman, is th at  we have not sold American cars in Japa n 
because we have not made cars for tha t market nor have we really attem pted to 
pene trate  that  market. U.S. manuf acture rs have sent  some few cars to Japan.  They 
were manufactured for the  U.S. market . In spite of the  fact th at  the Japa nese  drive «
on the  left hand side of the street , they all had the  steerin g wheel on the wrong 
side. In spite of the  fact the Japan ese have specific requirements for safety stand
ards and emission controls, as we do, these cars were not made to meet Japan ese 
specifications.

Instead, each car, once it is landed in Japan, is modified—by hand —to meet the 
Japa nese  requirem ents. In addition, since the  Japa nese  consumer is meticulous 
about his purcha se of a car, in most cases, doors must be removed and re-hung, 
shoddy body work must be done over. On top of this, distrib utors  and reta ilers  take 
mark-ups  t ha t are  many times those charged in the U.S.



If Toyota sold cars in the United States in the same fashion, a Toyota would cost $25,000 here.
NO INTERE ST IN JA PA NE SE  MARK ET

The tru th  is tha t the  U.S. manufacturers have never shown any inte rest  in the 
Japanese  market. Instead, GM with its 35 percent inte rest in Isuzu; Ford, with its 
25 percent interest in Toyo-Kogyo; and Chrysler, with its 15 percent share of 
Mitsubishi, have been content to reap the profits being made by the ir Japanese  
affiliates.

A further  tru th is tha t should the  U.S. companies decide to invade the Japanese  
market—they will certainly not do so wi th cars made in the U.S. Ford and GM are  
not going to pay Doug Frase r’s UAW members $16 an hour—a sa lary level one-third 
greater than the average indus trial wage in America—to build cars for sh ipment to 
Japan.

No, they will simply arrange for an assembly line in one of th eir  existing plants 
in Korea, Taiwan or Australi a to  s tart making cars for the Japan ese market. There, 
they will pay a wage rate half  th e Japanese  rate; shipping costs will be negligible 
and the host country will probably pay most of the cost of the new facility.

The other most prevalent myth is tha t imported car  sales a re increasing by leaps 
and bounds in this year  of crisis for Detroit. Again, the truth  is that  imported car 
sales in the first half  of 1980 increased over the same period in 1979 by one 
percentage point—13,000 units. Mr. Chairman, General Motors sells that  many cars 
in a single day.

In this 6-months period, when domestic car sales dropped by more tha n a million 
units, import sales increased by 13,000. In the face of such statistics, it is hard  to 
give credence to the claims tha t imported automobiles are  the  cause of Detroit’s 
malaise.

Indeed, during the period of time that  imported sales increased by 13,000 units, 
General Motors increased its sale of small cars by 250,000 units. The tru th,  Mr. 
Chairman, is that  while the industry has pointed th e finger at imports, GM, with  its 
vastly greater  resources and capital  than Ford o r Chrysler, has quietly  and success
fully gobbled up the  smal l ca r market.

RESTRICT IONS NOT THE AN SW ER

Restricting imported automobiles is depicted as a painless way to put America’s 
automotive production workers back on the assembly line. But studies by the 
Administration, the Congressional Budget Office and independent researchists put 
the cost to the consumer for re-employing a single auto worker through import 
rest rain ts at from $100,000 to $360,000 per year. Mr. Chairman, it places an 
unconscionable burden on the consumer to have him pay $4,000,000,000 in addition
al costs for automobiles, in order to provide employment for from ten to twenty 
percent of those cur rent ly laid off by U.S. auto  makers.

A fur ther consideration is the employment  effect on the American imported 
automobile industry of such rest raints. None of the studies mentioned take into 
account the  150,000 Americans employed in imported automobile dealerships. A 
study done for us by Harbridge House, a noted independent research firm in Boston, 
shows that  reducing imports by 400,000 un its might provide as many as 26,000 jobs 
in domestic manufacture and dealerships—assuming that  every import sale thus 
lost is replaced by the sale  of a domestic car.

The same study, however, shows t ha t such a  loss in imported car  sales would cost 
more t han  26,000 jobs among imported car dealerships. In other  words, there would 
be absolutely no ne t gain in employment  in America, while the  consumer would be 
asked to hand  over $4 billion a  year to finance this massive job transfer.

DOMESTIC PROBLEMS

The problems of the domestic automobile indus try have not been caused by 
imported automobiles. They have been caused by a massive failure  on the par t of 
U.S. manufacturers to reinvest the ir profits in the ir U.S. production facilities over 
the past several decades.

During the  time when U.S. auto companies were enjoying record profits because 
of huge economies of scale realized in the production of millions of large, old- 
fashioned, inefficient automobiles, they failed entire ly to put these profits back into 
creating modern factories, creating new designs and engineering breakthroughs. 
Instead, they paid lavish dividends, th e highest wages in American indust ry and the 
highest executive salaries  in the  United States. Instead, they invested in new and 
modern factories in Spain, Wales, Germany, Korea, South Africa, Brazil, Argentina, 
France and elsewhere.
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The United States government was not much help, either . Automobile companies were forced to expend their engineering and design talents and resources in devising ways to meet expanding, conflicting and changing government regulations. U.S. tax policies made it imprudent to return  overseas profits to the United States for reinvestment here.
ENERG Y POLICIES

Energy policies crea ted artificially  low prices for fuel, thus  making it possible for U.S. companies to continue making and selling automobiles that  averaged less than  *12 miles per gallon, through 1978.
When gasoline prices doubled in a yea r’s time, the  result ing shift in consumer preference found most of the U.S. auto industry  unprepared and unable to supply the new demand for fuel-efficient cars. Imports, however, were available that  provided the  needed fuel efficiency. They have sold well, as have the domestic cars that  *are modern and fuel-efficient.
When the U.S. manufacture rs have an adequate supply of modern, fuel-efficient automobiles, they will sell well. Indeed, indications a re that  the U.S. auto recession has already bottomed out. Sales have improved. Employment  is up and the  number  of employees on indefinite layoff has declined from a peak of 250,000 to 239,000.While such levels of unemployment in a major industry are intolerable, they  follow the  same patterns  of previous auto industry recessions in 1969-1970 and in 1973- 1975 when imports were not considered a contributory factor.
It also is significant  that  almost 90 percent of those workers on layoff in the indus try have been furloughed from factories making large cars, or large V-8 or V-6 engines. This is a marke t area in which imports simply do not compete.Just a few months ago, th e Congress placed i ts final approval on the new m ulti lateral  trade agreements under which this nation  and the  other nations  of the world pledged to reduce tariffs and non-tariff bar rier s to trade. As a part of t ha t agreement, procedures were established by which unfair trade practices, such as export subsidies, dumping or restrictive  practices, could be prevented; machinery was established to preven t injury to domestic indus tries from sudden escalations of imports.
The first such major “escape clause” action—indeed, the  larges t escape clause action ever filed in the  history of world trade—is now before the Inte rnat iona l Trade Commission. It is singularly disappoin ting to find before this Congress—the same Congress t ha t established the  procedures for dea ling with such trad e cases—a resolution designed specifically to ci rcumvent the  actions of the Inte rnational Trade Commission and to by-pass and make worthless the  enti re trade machinery so recently established and approved in this very Congress.

TRADE ACT

The Trade act codifies the means by which American indus tries may atte mp t to persuade the President to rest rain  or limit imports. The sta tute directs that  such steps are  dependent on certain findings. In contrast, Mr. Chairman, Resolution 363 has no requirement to investigation, of procedural due process, or even of fairness.It directs the President to ignore the  machinery established by this Congress for dealing with trad e problems and to take  steps to limit a certa in type of import whether or not any objective analysis shows it to be causing injury  to a domestic industry. It does not direct even th at  the remedy bear  any particula r relationship  to the  alleged grievance.
Mr. Chairman, the  members of our association believe that  a decision of the Japanese manufacturer s, made in concert with the ir American importers, to r estri ct the supply of product to their American dealers,  would be a conspiracy in res tra int  *of tra de tha t would be illegal under the an tit rust laws of the United States. This association would challenge that  violation of U.S. law in the courts. We do not believe tha t American Government officials should coerce foreign expor ters into committing illegal acts. Nor do we believe that  even the United States Congress, with all its awesome and far-reaching powers, has  th e righ t to declare an illegal act *legal.
Mr. Chairman, we ask tha t this committee  reject this resolution; that  you reaffirm the Congress previously expressed support for the  procedures established for dealing with trade matters ; tha t you permit the  Inte rnat iona l Trade Commission to make its findings and its recommendations in the automotive  case known to the Presiden t, so th at  he may act in the manner which has been prescribed for him by this Congress. Thank  you.
Mr. Bingham . Thank you, Mr. McElwaine.
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I believe you were here  during the  preceding testimony, were 
you not?

Mr. McElwaine. Yes, s ir.
Mr. Bingham. I don’t thi nk  the  witnesses for Ford and Chrysler 

tried to expound wha t you call a myth, if only the Japanese would 
reduce—I’m quoting from your sta tem ent —“some unnam ed, 

« unspecified barr iers , U.S. automobiles  or manufactu rers  would
soon be se lling millions of Detroit-made cars in Japa n.”

It seems to me Mr. Scott, in part icular,  was quite  careful to 
make  the point that  it is not a big potential  ma rke t and it in no

* way balances  out as a potential  for Japane se sales to the  United 
States . Wouldn’t you agree?

Mr. McElwaine. I did hear Mr. Scott say tha t. I was surprised  
and gratified, because this  is about  the  fifth such hea ring  on this  
subject at which I have testified, usual ly following the  domestic 
man ufactur ers’ testimony, and in general  the  stat ements I have 
listened to have been to kind of expound on the  theo ry that  it ’s 
only Japanese  restr ictions th at  are  keeping  Americans out of t ha t 
market,  and I was quite pleased to hea r him adm it that  they  re ally  
weren’t in teres ted in th at  marke t.

Mr. Bingham. On the  question of whether Amer ican cars should 
be m anufactured so as to m eet Japa nese customs and  s tandards , he 
also testified that  this  simply wasn ’t a just ifiable capi tal expendi
ture in terms of the market.  I was impressed by your sta tem ent  as 
I read it earlier, about this way of sell ing c ars in J apa n, and it does 
seem absurd; but on the  oth er hand, if it is s imply not worth  it to 
set up a line, say, to manufa cture cars for use on the  left-hand side 
of the  road, I don’t know how you answer tha t.

Mr. McElwaine. Well, I think  it ’s indicative, Mr. Chai rman , of 
the  tota l lack of interest in expor ting th at  our  domestic industry 
has shown down the line. When the  Japanese began bringing cars 
into the  U nited States , we had ra ther  s tric t requ irem ents  here that  
they  had to meet. They set up an assembly  line to meet those 
requirements  and the ir init ial sales were very low. Init ial sales of 
both Toyota and Nissan  in this coun try were hundred s of units,  not 
even in the  thousands.

UNITED STATES NOT MA KING  INVESTM ENT

They persisted  over a period of years until they  created a sizable 
market. The American man ufactur ers do not app ear  willing to 
make the  kind of investmen t in an expor t marke t th at  is requi red 
to develop such a market. They find it much easie r simply to go in

* and buy 35 percent of Isuzu or 25 percent of Toyo-Kogyo, ra ther  
tha n crea ting a line manufac tured in this coun try for export.

Mr. Bingham. You cite this Harbridge House study. Might I ask 
if th at  study was commissioned by the  Intern ational Automobile

* Dealers  Association?
Mr. McElwaine. Yes, sir, it was.
Mr. Bingham. I find th at  really it stre tche s the  credu lity to 

suppose that  the  loss in jobs by a rest rict ion of th e type that  these  
previous witnesses were talk ing  about among impor ted dealers and 
imported cars would be equiv alent of the addit iona l jobs that  might 
result in the  man ufactur ing and dealership sectors. Tha t jus t 
strik es me as  very  hard  to und erst and  how th at  could be so.
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Why would a limitat ion of, say, whatever it is, 15 percent in the 
importation of Japanese-made cars resu lt in the loss of 26,000 jobs 
among foreign car dealers?

Mr. McElwaine. The figure, I believe, is 400,000 units  they 
referred to. The study was based on the concept that  you would 
eliminate 400,000 imports by a quota, and you would assume that 
the ent ire—that that  rest rict ion would result in the  sale of 400,000 
additional American cars.

Now, no study we have seen would support such a one-for-one 
swap. It ’s usually at best one-for-two. But on that  assumption, for a 
general  study, you add 400,000 sales to domestic cars, you take  
away 400,000 sales for imports . The impact on the  domestic dealer 
body is negligible. There are 20,000 domestic dealers.

IMPOR TED CAR DEALERSHIPS

Mr. Bingham. But you a re not speaking to what I asked about. I 
don’t question your figures, as far as the  impact on the  manufac
turin g and dealership is concerned. What I find hard to understand 
is why such a reduction in impor ted car sales from Jap an  would 
cost more t han  26,000 jobs in imported car dealerships.

Mr. McElwaine. Well, 400,000 units  represen ts 20 percent of all 
sales of our dealerships.  A 20-percent drop in sales—we have 4,500 imported car dealerships . If you reduced imports by 400,000 units  
in 4,500 dealers, you are  elim inat ing more tha n 100 sales per 
dealer, I believe is the  figure. I’m try ing to do mathematics in my 
head.

A hundred  sales is a sub stan tial  loss in volume to those dealers. 
Tha t’s 20 percent  of his average volume. And the  average dealer 
employs about 40 employees. If he loses 20 percent of his  sales, he 
is going to lose a t leas t 10 percen t of his employees, is th e rationale employed there.

Mr. Bingham. Well, let me ask it this way: Did the  number of 
people employed in the  imported dealerships increase during that  
period, equivalen t to the  figures you are citing?

Mr. McElwaine. Yes, sir, it ’s increased subs tantia lly. It ’s been 
one of the fastest growing employment industries  in the  country.

Mr. Bingham. I don’t th ink the  man ufac ture rs disagree with 
you, th at when they  make  modern fuel-efficient cars, they  are in a 
position to compete. Th at’s your point. But I don’t think they 
disagree with it. They are  simply saying that  because of this  e ar th
quake in the indus try that  occurred when gasoline prices went up 
so fast, American tast es changed and they  haven’t been able to 
modernize tha t fast to produce enough of those competitive cars.How do you answer that?

Detroit’s dilemma

Mr. McElwaine. Well, I think  some of the questioning really 
responded to that  extremely  well. In the  questions that  were 
raised— I believe Mr. Mica raised the  question. Suppose we do 
rest rict  by 1 million units, as the  domestic man ufactur ers proposed 
here, the  importat ion of Japanese cars. Can the  domestic manufacturers  fill tha t demand for a n additional million fuel-efficient auto 
mobiles? And the  answer, quite obviously, is th at  they cannot.
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They can provide cars, perhaps, intermediate-size cars or cars 
with  V-6 or V-8 engines  to replace  them, but  they  cannot supply 
the  demand for fuel-efficient cars.

What would happen in th at  respect with  those million uni ts gone 
is th at  the  scarc ity of t he  desired product is going to drive prices 
up very sharp ly, according to the  Council of Economic Advisers, by 
about $4 bi llion in a year’s time, thu s enabling the  domestic manu
fac ture rs to realize  the same sort of profi ts on the ir new small cars 
th at  th ey made on th eir  la rge inefficient cars.

Mr. Bingham. Can we stra igh ten  out the  figures here  for a 
moment?  I am frankly confused as to what we are  talk ing  about. 
You jus t referred to the  f igure of a million uni ts of cars th at  would 
no longer be imported if the  reduc tion they  seek were made. But 
elsewhere you refe rred  to a reduct ion of impor ts by 400,000 units. 
That was th e figure  in  the  study.

Mr. McElwaine. The 400,000 unit s was jus t a figure tak en by 
Harb ridge  House as a basis for showing net  employment impact of 
restr iction s. The actual request being made by the  domestic indus
try in the ir petit ion to the  ITC would establish  a reduc tion of 
considerably gre ate r a mount  th an  that .

We do have a study  here which I would be happy to give to the  
commit tee, the  “Economic Effects of Proposed Remedies.” One of 
the  recommendations is a quota  based on the  1976 sales, which 
would be a quota of 1.7 million units , which they assume would 
result  in a price increase of $554 per car, on small cars sold in  the  
Uni ted States.

Mr. Bingham. Tha t gets us into a whole differen t line. You 
hav en’t inc luded th at  in  your stat eme nt.

Mr. McElwaine. No, sir. That is pa rt of our  ITC testimony.

HOUSE CONCURRENT RESOLUTION 363

Mr. Bingham. Final ly, I don’t recognize th at  House Concurrent 
Resolution  363 calls for th at  kind of dras tic res tra int  by the  
President. All 363 does is to urge the  President  to en ter  into 
negotiat ions, not to impose res traints.

Mr. McElwaine. I’m reading  from it. It says:
To enter into negotiat ions wit h the Government of Japan with  respect to tempo

rar y restraint on the exportation  of automobiles to the Unit ed States , an equitable 
relationship between prices charged in domestic-foreign sales, and an elimination of 
trade barriers affec ting th e purchase of Ame rican  products.

We do not feel there are any real  b arr ier s affecting t he purchase 
of American products,  bu t we do feel the call for the  Preside nt to 
negotiate volu ntary res tra ints with  ano the r government, without a 
finding  of inju ry by the Intern ational Trade Commission is in 
violation  of a nt itr us t laws of the  Uni ted States, and would be-----

Mr. Bingham. That was going to be my nex t point. Are you 
suggesting that  all orde rly marketing  a gree men ts are  illegal under 
the  a nt itrus t laws?

POSSIBLE ANTITRUST LAW CONFLICTS

Mr. McElwaine. I might ask Mr. Fishe r, who is a trade exper t, 
to comment on tha t. It is my underst and ing t ha t without a finding
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of injury, that an orderly  market ing agreement is illegal, but I’ll 
ask Mr. F isher  to comment.

Mr. Fisher. This question really goes to the  heart  of th e resolu
tion and what  you a re voting on. The prior  witnesses kept talking 
in terms of a gent leman’s agreement, and then they  used the  term 
voluntary  res tra int  arra ngemen t. You ju st used ano ther term, or
derly marketing  agreement. These are term s of art , and it is impor- »
tant  we unde rstand what we are  talk ing about. In section 201 of 
the  Trade Act of 1974, the re is a procedure  laid out in title  2, 
whereby the domestic indus try, if they  feel they  are  being injured  
by imports, can petition the  Inte rna tion al Trade Commission for *
relief, and in order to get relief, they  have to estab lish that  imports 
are  the  cause of the  injury  to the  domestic industry.  That’s the  
procedure  we are  cur rently going through at the  Internatio nal  
Trade  Commission. The hear ings  will be held on October 8, 3 days 
of hearings, and the  pres ident of the  Commission, by November 24, 
will advise the  Preside nt of his finding in the  case.

There  may very well be a negative finding in the  case. Indeed, 
our testimony resea rch indica tes that  imports are  not the  cause of 
Detroit’s distress. The sharp increase in gasoline prices, the  m arket 
shift to small fuel-efficient cars, and the  recession are  much larger 
causes tha n imports.

So if we are correct  in our analysis,  the  ITC would issue a 
negative  determ ination. But the  point here  is the re is a procedure  
already laid out which, if the ITC finds a ffirmatively , i t can make a 
recommendation to the  Pres iden t that  he may ins titu te tariffs, 
quotas, tar iff  quotas, or in tu rn  try  an order ly market ing agree 
ment.

In other words, following an  injury , affirmativ e dete rmin ation  by 
the  ITC, the President  is t hen authorized by the  Congress and this  
law to enter into an orderly market ing ag reement.

Now what  you are  doing here  is put ting  the  car t before the  
horse.

Mr. Bingham. That is not permissible before such a finding is 
made?

Mr. F isher. In my opinion, the  a dminist ration does not curr ent ly 
possess the legal author ity to lean on the  Ja pan ese  to enter into an 
orderly  marketing  agreement without a prior  inju ry determin ation  
by the Inte rnation al Trade Commission, because the  field has been 
preempted or, as we say in law, occupied by the  congressional 
framework. It’s very clear, the  delegation of au tho rity  is very  c lear 
here.

Mr. Bingham. I think  you have raised a very inte rest ing point, •
and it seems to me a  centr al point. I am sorry  th at  question wasn’t 
discussed with th e represen tatives of the manufac turers.

Mr. F isher. It is a key point.
•

ORDERLY MARKE TING AGREE MENT

Mr. Bingham. I think we should convey th at  question to them in 
writing, so we can ge t th eir  views on that  legal question.

Fran kly,  I had not understood that  an order ly marketing agree
ment could not be entered into legally without such a finding. If 
you are  right, I th ink  th at ’s a very crucia l point.
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Mr. Fisher. Fur thermore, the  term  “order ly marketing agree
me nt” has to be distinguished  from volu ntary res tra int . The order
ly marketing agreement is prescribed as one of the remedies  after 
an ITC affirm ative  in jury  determ inatio n.

Now w hat was being talked about  ear lier  is where the  ITC goes 
through  this procedure, th at  we lean on the  J apanese Government« to have a voluntary  res tra int . The question then arises, how would
you enforce tha t? Would you have the  Governmen t of Japan  lean 
on its domestic manufac turers, like Toyota, Nisson and Mazda, and 
say, “For this  yea r you can ’t ship more tha n x un its”? Well, how• are  they  going to do t hat ? Toyota-Japan  enters into an agreement 
with  Toyota-U.S.A. to not ship more tha n a cer tain  number of cars. 
That would be a violation of section 1 of the  Sherman Act, a 
res tra int of tra de, and the  prior  cour t cases are  very clea r—and I 
will refer  you to the  Consumers Union vs. Kissinger case, the  1974 
case, which dealt with  the  steel voluntary restr ain t arrangemen ts. 
The court  there made it very clear  th at  volu ntary res tra int ar 
rang ement raises serious questions und er the  Sherman Act, and 
following that  case, in the Trade Act of 1974 th at  I referred to 
earl ier,  there was a section added, section 607, which immunized 
and sanitized the  steel arra ngement. And that  is the  only known 
exemption on voluntary res tra int s from t he  a nt itrus t laws.

It said that  anyone in the  steel volu ntary res tra int was not 
violating the  an tit ru st  law. There would be no such exemption for 
the  automobile volu ntary restr ain t t ha t’s been talked about.

And the  same applies with  the  so-called overtim e voluntary re
str ain t concept, which is absolute  nonsense. This also would vio late 
section 1 of the  Sherman Act. So we’re raising two cen tral  questions:

One is the  question of congressional preemption by an existing 
sta tut e unde r 201; and second the  an tit rust questions. They are  
both very serious. And so wh at you have ended up here  is u nfortu
nate ly a resolution that  is vacuous, it has  no legal enforceability, 
it ’s simply prefa tory in nat ure , and is an inte llectual  absurdity. [Laughter.]

Mr. Bingham. T hank you, Mr. F isher.
Chai rman Wolff.

LABOR RATES

Mr. Wolff [presiding]. Let me get out of the vaudevi lle into the 
pract icality. Mr. McElwaine, we have hea rd questions about  the  
fact th at  the  reason some of th e impor ted cars  can be sold here at 
lower prices is because of a lower wage rat e or difference in the• wage rate.

Yet, in the  report published by the  Subcommittee on Trade, we 
find this  very interesting point: Hourly labor rate s in the  U.S. auto 
indu stry  are  higher tha n in Jap an.  However, looking at  Japa nese

• hour ly wage rates can be misleading , because the  average  Japanese  
autoworker receives more non wage benefi ts tha n the  average U.S. 
autoworker.  In J apa n, many workers  a re provided very inexpensive 
housing, recreational facilities , subsidized meals, and the  securi ty 
of pe rma nen t employment  with a company. So actually  ther e is not 
that  disparity, obviously, between the  overall  wages that  are re
ceived or the  compensation th at ’s received by the  Japa nese as 
compared to the U.S. worker.
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Do you have any comment on tha t at all?
Mr. McElwaine. This is one of the  things we noticed very 

strongly when we were in Jap an  ear lier  in this  year. We were 
gettin g a  tour of the factories, tou r of the living quarters . The chief 
disparity that  makes it very difficult to try  to real ly measu re U.S. 
wages again st Japa nese  wages is in the  lifetime employment con
tract . The Japanese  worker is guaranteed employment  for life. He 
is guaranteed 52 weeks pay a  year.

Mr. Wolff. And very sizable bonuses?
Mr. McElwaine. Oh, yes, substan tial  bonuses at the  end of each 

year. These a re not figured into the  hourly wage ra te. How much is 
it worth  to a worker to be assured 52 weeks a yea r of pay, as 
opposed to the American worker , who is laid off whenever they  
have to switch over to new models, or whenever the ir sales are  
down?

Mr. Wolff. What I was gettin g at is the fact th at  th at  obviously 
canno t be the  reason why they are  able to sell cars  cheap er here  
tha n the  American manufac turer, or that  the  Amer ican manufac
ture r could not compete in  Ja pan .

Mr. McElwaine. I th ink  tha t’s quite true , sir.
Mr. Wolff. Except for material there, the re is a dispari ty.
Mr. McElwaine. There were questions asked ear lier  about wha t 

element does labor play in the  cost of an automobile.  The vice 
president of manufacturing  of Ford Motor Co. some time ago esti
mated that  th ere were 76 hours  of labor in the  average automobile. 
So you can take  that  times the  hourly wage rate s, and you get 
some idea of what percentage  of the tota l cost of the  automobile is 
represented by wages. You know, if a worke r is making $10 an 
hour, you are t alkin g about $760. If  he is making  $15 an  hour, then 
you are up over $1,000.

Mr. Wolff. According to the  U.S. labor stat istic s here, the aver
age laborer in the  automotive field received $1,372 in 1979. One 
aspect of this, however, th at  really troubles me, and that  is the  
question of spare parts. Now I think  t ha t this  is real ly the  Achil les 
heel of this enti re situation.

I th ink  when you talk  about  the question of competi tion between 
the imported car and the domestic automobile, again I said before, 
I think that artifi cial bar rie rs maybe solve the problem temporar
ily, but will not in  the long te rm solve the  overall problem.

REPLAC EME NT PARTS

Now I take it that  a ll of the replacement par ts for imported  cars 
must  come from Japan. You don’t use American par ts for replace
ment  in  your dealerships , do you?

Mr. McElwaine. I would like to ask our chairma n, Mr. Connelly, 
to respond to tha t. He is a dealer, for both a Germ an made and 
American made Volkswagen, and for Honda, a Japa nese make. 
Because my understanding  is that  U.S. m anu facturers are  making 
spare  part s for Japanese cars and selling them  to Japa nese  dealers 
on a  regula r basis.

Mr. Connelly. That’s exactly correct, Mr. Chairman. The manu
facture rs have, as a ma tte r of fact, gone very much out of the ir 
way to indicate to the  dealers that  they  can use par ts that  are  not 
manufac tured by the  par ticu lar manufacture r of the car itself.
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Mr. Wolff. Would th at  st ill be under  th e war ranty?
Mr. Connelly. Needless to say, the man ufactur er, unde r the  warran ty, would want the ir own part  used.
Mr. Wolff. They require it, do they not?
Mr. Connelly. Tha t would only be reasonable. The only excep

tion th at  I know to that  is i f t her e is a  shortage of th at  par ticu lar « pa rt in the  country , then exceptions have been made. But under
the  warranty  itself, yes, the  manufacturer would require, and I think  reasonably so, t ha t their  part  be used.

Mr. Wolff. Well, there are  cert ain questions th at  we have in* that  area , and I think  this  is something that  really should be 
examined. According to information which we have, that  market amounts  to about $8 million. Now th at ’s a very substan tial amoun t.

I think  you might solve some of the antagonism  that  exists on the  pa rt of the automotive industry here  in this  country—perhaps 
not the  man ufac turers of the vehicles, but the  automotive par ts 
man ufactur ers—if the re could be some arrang ement  made on th at  score.

I think  that  is tru e in a var iety  of a reas. I think  it is tru e—we 
have hea rd in the  preliminary testim ony from a number of the  
various trad e unions  here  who are  objecting to the  fact that  we 
have to import not only the  cars, but  the  spare par ts as well. And 
if the par ts could be made up to specification, perhaps the re could be som ething done in this  area.

Mr. Connelly. Perhaps t here could be.
Mr. Wolff. Tha t would be somewhat of a  moderate approach to 

trying to solve some pa rt of the  problem. I would ju st recommend that  tha t at least  be explored.
Mr. Connelly. Yes, sir.

SUBSIDIES

Mr. Wolff. On the  question of subsidy on the  pa rt of the man u
factu rers,  are the re any extraordin ary  subsidies that  you know of, Mr. McElwaine?

Mr. McElwaine. This is one of the questions we sought answers 
for when we were in Jap an. We met both  with  the  Japa nese  
Governmen t officials and with the  chief executive officers of the  
Japane se manufac turin g companies. To our knowledge, and as we 
were told by both the  Gove rnment and the  manufac turers, there 
are  no subsidies offered the Jap ane se automobile companies.

Interestingly  enough, just a few years  ago, the  Mazda Corp., in* which Ford has a 25-percent position, was on the  verge of bank
ruptcy. Thei r car sales were down very sharp ly. They had made a 
fuel-inefficient vehicle th at  was  not selling in this  country or in  the 
home market,  and the  company was ready to go under . They

* appealed to the  Japane se Government for assistance, and were 
denied assistance. The Government felt the  be st policy at  t ha t time 
would be for the  Japanese merely to have two major automobile  companies and that  would be sufficient.

A consor tium of bank s came in and helped them  out, and the 
Mazda Corp, is now extremely—the Toyo-Kogyo Corp., as it ’s 
called, the  parent  company—successful company, return ing  a  lot of good p rofits for Ford Motor Co.
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There was no government subsidy involved at all. It was all 
private  enterprise. I thin k this is true almost entirely of the entire 
Japanese automobile industry.

Mr. Wolff. Have you talked  to any of the people or leaders in 
other industries that seek to enter the Japanese market, in order 
to gain cooperation from them, from the Japanese, in order to 
make up for this trade difference?

TRADE IMB ALA NCE S

Mr. McElwa ine. We have not talked to other industries. Our 
efforts at tryin g to make up the trade imbalance have been aimed 
at, one, persuading the Japanese manu facturers to source more of 
their  parts and accessories and equipment and raw materials from 
the United States; and we feel we have been at least part ially  
successful in that, and it’s an effort that  we continue to exert.

There is a growing amount of procurement in the United States 
by the Japanese companies.

Second, we have encouraged joint ventures by Japanese auto
mobile corporations and U.S. automobile  corporations. We feel that  
these current negotiations with  Ford Motor Co. and Toyota are 
very s ignificant, and we feel we may have played a role in bringing 
those about.

We have not gone outside our own industry simply  because we 
don’t have the contacts or the knowledge in other industr ies to be 
useful.

Mr. Wolff. I might say tha t I spoke to Mr. Okita when he was 
here a few weeks ago, and he told me of the cooperation the 
Japanese were giving in opening up the telephone market to 
American procurement. Here again, I think,  is a way, a positive 
way of approaching the type of problem that exists between two 
very good friends. Clea rly, we are interested in preserving that  
relationship and yet  at the same time we are attem pting  to protect 
the American  worker and the American  people generally from any 
type of unfai r competition, wha tever it be.

It would seem to me that with  the tremendous volume that you 
do with the Japanese, there would be an opportunity of not exert
ing pressure, but influence,  upon the Japanese Government to 
understand the economic pressures that  exist—or do not exist— in 
this country to produce some sort of movement in the procurement 
areas.

I do know one thing, according to— here again,  another study 
that was made—procurement practices in certa in of their indus
tries— in certain of their requirements, I should say, are quite 
restric tive and highly benefi t the Japanese.

One is the Japanese tobacco corporation, which  is a monopoly, 
which restricts the sale of American  products in the ir stores, limit
ing the number of outlets avai lable to them. I thin k an area  such 
as this— I only cite that as a part icular example, we are tryin g to 
cut down on smoking here— but the fact  is there should be some 
other means of cooperation that  you, being principal buyers, facil i
tate, that will help to adjust this trade imbalance, rather  than our 
having to remedy it, in fact, through these art ific ial means which I 
feel are against  the best interests of both nations.
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No one has talked here, and I strongly support the  position of American labor in trying to find some way of meeting this  chal
lenge, but no one has  talked about the  fact that  wha t Japa n buys from us helps to support a vast number of American workers as 
well as this  country. I th ink  tha t’s got to be balanced off.

But whatever your industry can do in order to faci litate in- , creased access to the  Japa nese marke t will be very important.Tha t goes as well for other areas out of the  concern of this  
special subcommittee. I am talk ing about access to the  German 
market, for example, in the  case of Volkswagen, so that  I think  I

R have always found the only thing th at  happens in a situation suchas this —and I believe our hear ings  will condition my th inking late r 
on—but I am persuaded that  you don’t achieve very much by confron tation, but  you achieve much more in cooperation. And this  is the basic reason for these  hearings .

Thank you.
Mr. Bingham. Tha nk you very much. Thank you, Mr. McEl- 

waine, and your associates. We appreciate your being with  us.Before we adjourn, I would like to insert in the  record, without 
objection, a sta tem ent  submitted to us for these hear ings  by the  Consumers for World Trade organization,  and stateme nts by the 
United Auto Workers, and by th e General Motors Corp.

[The sta tements  refer red to follow:]
Statement of Consumers for World Trade (CWT) Re: U.S.-Japan Economic 

Relations
Chairmen Wolff and Bingham and Members of the  Committee:
Consumers for World Trade apprecia tes the  opportunity to submit the  following statem ent, which deals with the  question of automobile imports from Jap an into the United States.
Consumers for World Trade is a national nonprofit membership organization, formed early in 1978 by concerned citizens, economists, trade experts, and others who are alarmed by the growth of protect ionist attit udes in many quarters. We are  keenly aware of inf lation ary pressures which are hur ting  all Americans, and especially the most vulnerable lower- and middle-income families. CWT supports expanded foreign tr ade  to help promote healthy economic growth at  stable prices. We believe it essentia l to suppor t policies that  will expand choices for consumers, and will help to counteract inflationary  price increases  which are now reported in almost every sector of the economy.
We consider tha t the  American consumer would be a  principa l victim if proposals for limi ting auto imports were to be pu t into  effect.
Next to a  home, an automobile is the most costly purchase the average American household makes. Fur ther, the  per mile cost of operating a car has risen steeply and will continue to rise. The automobile consumer is pressed by these inescapable realit ies to shop, to compare, to buy with  care.
There should be no misunderstanding because of terminology. Import quotas, “orderly marketin g” arrangements, and American “content” requirements have the•  common characteristics of being restrict ions on the  number of foreign cars to be allowed into the  United States.
The direct effect of any of these  on th e consumer will be to reduce his freedom of choice and to ra ise the  cost of his automobile purchases. He will be harmed indirectly by h igher energy prices.

♦ Sacrifices thus  imposed on the consumer will not be matched by reductions in automobile industry unemployment. As import restrictions  drive up prices and narrow  the range of consumer choice, the domestic automobile market will t end to stagnate  or shrink. Jobs will not be gained and may well be lost.
Import  restrictions will narrow  th e range within which th e consumer can  exercise his righ t to choose. The would-be purchaser will be forced into  buying a  model th at is less suited to his needs, or into not buying a  car,  a t all.
Furthermore, prices will be higher. Prices of the imports will go up in response to the  limitation on supplies, and prices of comparable  domestic makes will follow. After a rather  brief lag, all automobi le prices will have  been raised.



In addition, imported cars have set the pace in gasoline economy. To deprive 
American consumers of access to fuel-efficient vehicles can only result in grea ter 
pressures on oil supplies and thus on energy costs in general. In short, import 
restrictions will run exactly contrary to sound anti-infla tion and energy policies. 
Measures that would constrain consumer choice, raise prices, and worsen our 
energy situation would run against the grain of the nation’s fundamental interest .

A global commitment to a freer  flow of international commerce will contribute 
greatly to a healthy nationa l economy and to the welfare of the American con
sumer.

International Union, United Automobile, Aerospace &
Agricultural Implement Workers of America—UAW,

Washington, D.C., September 22, 1980.
Hon. Lester Wolff,
Chairman, Subcommittee on Asia n and Pacific Affairs, U.S. House of  Representa

tives, Washington, D.C.
Dear Mr. Chairman: For your information, I am enclosing a copy of a  s tatem ent 

the UAW has filed for the hearing record of the Subcommittee on Asian and Pacific 
Affairs. I hope you will take a few minutes to read the statement.

Sincerely,
Dick Warden, Legislative Director.

Statement of United Automotive, Aerospace, and Agricultural Implement
Workers of America UAW on United States-Japan Economic Relations

The UAW is pleased to present its views on House Concurrent Resolution 363 
which, among other actions, urges the President  to ente r into immediate negotia
tions with the Japanese government with respect to temporary restr aints  on auto
mobile exports to the  U.S.

In response to the severe problems in the U.S. automotive marke t, the UAW has 
repeatedly asked the Administration to take immediate action along two lines: (a) 
obtain commitments by Japanese  auto companies to curb the ir exports while the 
North American auto companies make the transi tion to production of more fuel- 
efficient cars over the next three or four years; and (b) support legislation requiring 
substant ial local content  for products of a ll foreign motor vehicle manufacturer s 
with a substantial volume of sales in North America.

The UAW believes that  the  Adminis tration has the authority  to negotiate an 
understanding with the Japanese  without any action by the Congress. Nevertheless, 
this resolution would clarify the  in tent  of the House on this  matter.

The situation in the U.S. auto industry remains bleak. Total U.S. layoffs in GM, 
Ford, Chrysler and American Motors amount to 237,000 for the  week of September 
15, 1980. Over 95 percent of the layoffs a re so-called “indefinite” which means the 
affected workers have no idea when they are going to be recalled. Indefinite layoffs 
for the week of September 15 exceed the  peak reached in the  1974-75 recession by 
80,600. The layoffs from the Big Four represent only the tip of the iceberg. Tens of 
thousands more workers have been laid off a t the various suppliers. Plant closings 
by both the Big Four and the suppliers have mushroomed during  the last several 
months. It has been estimated that  the major U.S. car companies stand to lose a 
total of $3 billion in 1980. Such huge losses threate n the ability of the U.S. indust ry 
to successfully complete the major capital expenditures they have planned for the 
next five years. These investments are absolutely necessary if the industry is to 
significantly improve its competitiveness vis-a-vis imports.

Imports continue to snap up an increasing share  of the  troubled U.S. car and 
truck  market. During the month of August, imports captured 29 percent of the  U.S. 
car market. This represented a substantial increase over the 22 percent import 
share  for the 1979 calendar year  which in tur n was far higher than  the  more 
normal 15 percent share back in 1976.

The August picture in the truck  market is much the same—imports held 26 
percent of the market . The August import share compares with a 16 percent share 
in 1979 and a 9 percent share in 1978.
Why Japanese export restraint is needed now

The UAW’s analysis of the factors accounting for the alarming penetration of 
imports into the  U.S. car and truck marke t over the last several years has been laid 
out in considerable detail in statem ents by UAW President Douglas Fraser before 
other  Congressional committees. The most comprehensive statem ent was given 
before the  Joint Economic Committee which held hearings in March 1980 on world



auto  t rade. We refer the Committee to these previous sta tements for an elabora tion 
of our views.

The continuing surge of imports into the  U.S. threatens to have a lasting detr i
mental effect. In th e auto industry, a company’s m arket share tends to be somewhat 
self-perpetuating because of the  prevalence of repea t buying. Moreover, as a com
pany boosts its cur ren t sales, its network  of dealerships expands and futu re car 
buyers become more familiar with its products. This lays the  basis for higher sales 
in the  not too distant future. We know that  Japanese car companies a re aggressive
ly pursuing a much higher perm anen t share of the  U.S. market. For example, it is 
reported  that  they are persuading dealerships to drop North  American makes and 
rely solely on theirs , pricing some models exceptionally low and making unusual 
fleet sale arrangements . Furth ermore,  they have been raising adverti sing expendi
ture s sharply in the last year.

We believe tha t export res tra int  on the par t of Japanese  manufac turers will not 
increase the unemployment  rate the re (which was an enviable 1.9 percent in the 
first  qua rter  of 1980). Indeed, we have seen reasonable estima tes that  at  least  1.5 
million Japanese vehicles were produced using over time work in 1979. Our proposed 
export rest raint, had it been in effect last year, would have cut Japanese  exports  to 
the U.S. by roughly a million vehicles.

It has been said that  any r est raint on Japane se vehicles would lead to h igher fuel 
consumption. Unfortunately , much of the public has the misconception that  near ly 
all imports cars get  fa r bette r gas mileage t han  vir tually all  ca rs built in the U.S. In 
fact, this is not the case; we estimate  t ha t reduction of import sales from the ir 1979 
to the ir 1976 level would have increased U.S. auto  fuel by less than  two-tenths of a 
percent. Balanced against the huge social costs that  will resu lt in the  event the 
industry is permanently damaged, th e cost of temporary import res tra int  is relative
ly minor.
The rationale for  local content legislation

The world automobile indus try is now dominated by a handfu l of giant corpora
tions. Decisions of each of these companies dictate the jobs and incomes of hundreds 
of thousands of people. The UAW believes fi rmly that  each company has an obliga
tion to generate employment in those countries in which it  has a  substan tial volume 
of sales.

The President of the Japanese  Auto Workers Union, Ichiro Shioji, has fully and 
courageously supported the concept that  Japan ese auto manufacturers  should build 
factories here in North America. Furthermore, the  Japanese  government has been 
telling its companies t ha t they should invest here.

Sales in the North  American market by VW, Toyota, Nissan and Honda have 
long since reached the  level at which full scale assembly can efficiently be accom
plished here. Of these, only VW has a significant local content today. The value of 
part s and mater ials purchased from U.S. and Canadian suppliers by Toyota, Nissan 
and Honda has been minuscule to date. Honda, to its credit, has announced that  it 
intends to assemble cars and make some par ts in Ohio by 1982. Nissan also an
nounced plans to build a small truck plant here  but nothing concrete has developed 
from this. Toyota has not made any positive stat eme nt except to suggest a possible 
joint  venture  with Ford.

Toyota and  Nissan have argued that  they cannot compete with U.S. companies in 
making the  large investm ents required to sta rt up manufactu ring here. The UAW 
believes this is not the  case. Because of the cur ren t situa tion in the U.S. auto 
market, Japanese  companies investing in new capacity in North America will face 
fixed costs per car littl e differen t from the  U.S. companies. U.S. companies a re now 
having to design new cars and overhaul the ir plan ts here to accommodate new 
products and production technology. To accomplish this  restructur ing, U.S. compa
nies must spend an  estimated $80 billion between now and 1985. Indeed, given 41 se 
huge expenditures , the  Japanese  companies may very well have an edge in fixed 
costs due to thei r cur ren t product mix and the ir grea ter ability to tap the  low 
intere st, low dividend Japanese financia l markets.

To meet the expanding demand for the ir cars around the  world, and here  in 
particular , Japanese companies will continue to expand the ir capacity somewhere. 
The issue for the Japanese  car manufac turers as they compete in auto markets 
around the world is not w hethe r they can finance new capacity, but  where they will 
place it.

In contrast to thei r unwillingness to invest in North America, Toyota and Nissan 
worked diligently  in the  last  year to fur the r plans for production in Europe. Nissan 
has already made an agreement for subs tant ial production of t rucks  in Spain and 
cars in Italy. Toyota’s truck affiliate, Hino Motors, has announced  it will soon 
produce in Belgium; Toyota is considering producing cars in Spain.



While substantial  local content cannot be implemented overnight, the timetable  
carried  out by Volkswagen over the last four years serves as an excellent example 
for other manufacturers.  VW began production here in 1978, less than two years 
afte r t hei r initia l commitment to do so. In addition to its  assembly plan t in Pennsyl
vania, the  company makes stampings  in West Virginia  and air  conditioners in 
Texas. Furthermore , it has recently  purchased a plant in Sterl ing Heights, Michi
gan to sta rt up a second assembly operation. Current ly, North  American content 
represents well over 50 percent of the value of the VW vehicles assembled here.

There  a re two U.S. precedents for local content laws. The Corporate Average Fuel 
Efficiency (CAFE) requirements in the  1975 Energy Policy and Conservation Act 
include local content provision. For CAFE standards, models sold in the U.S. with 
less tha n 75 percent North American content must be averaged separa tely from 
those with more than 75 percent content . This has significantly reduced the incen
tive of the U.S. car companies to ship more small cars and par ts here  from thei r 
overseas operations. Furthermore, it has brought faster domestic conversion to 
production of more fuel-efficient vehicles.

The Automotive Products Trade Act of 1965 provides zero tariff s on vehicles, parts  
and mater ials imported from Canada when at least 50 percent of the ir value is 
derived from North American production. As a result of this provision, products 
merely assembled in Canada from par ts imported from abroad are  charged a tar iff 
when they ente r the U.S. Similarly, a company can qualify for an exemption from 
tariffs on imports into Canada only if it genera tes a subs tantial local content in 
Canada.

Apart from the obvious creation of North American investments in jobs, a local 
content law is clearly superio r to long term measures  which only l imit imports. The 
competition among the world’s auto  companies to provide the  North  American 
consumer with a wide variety  of innovative products built with the  most efficient 
technologies available would be retained. Our market needs the discipline produced 
by the  design and engineering innovations of foreign-based manufacture rs. Locating 
plants here will not reduce those companies’ abilities to make those decisions and  
continue to provide th at  discipline.
Conclusion

For years, the UAW hoped tha t goodwill alone would be sufficient to prevent  the 
exploitation of our relatively open auto market by foreign manufacture rs. Unfortu
nately it is now clear that  far stronger action is required  immediately. The U.S. 
must require  that,  when large quan tities  of production compatible vehicles are sold 
here, they contain a substantia l percentage of American content. Since i t will take 
some time for foreign manufac turers to set up plan ts in the U.S., it is necessary 
that  the Japanese manufacturers be required  in the  interim to exericse export 
rest raint.

U.S. public policies should suppo rt these goals. For that  reason we applaud the 
resolution instructing the current Administra tion to immediate ly begin negotiations 
on th e auto situation even though in our view, the  Administrat ion is empowered to 
act without it.

Stat eme nt of Genera l Motors Cor p.
General Motors is pleased to have this opportun ity to submit  a statement to this 

subcommittee on the subject of U.S.-Japan economic relat ions.
In the past decade or two, the shift in this country  toward more fuel-efficient 

automobiles was taking place at a relatively constant rate. Two events in the last 
decade, however, produced abrupt discontinuities which had a profound impact on 
the auto industry—the 1973 oil embargo, which followed the 1973 Mideast War, and 
the gasoline lines in California and on the East  Coast, which followed the Iran ian 
revolution in the spring of 1979. Both of these periods saw a sudden, sharp increase 
in the  demand for smaller, more fuel-efficient cars. Both led to a shift in consumer 
demand toward imports.

In the summer of 1973—before the  oil embargo—when there were growing signs 
that  bet ter fuel economy would become a more important  factor with American 
customers, we made the decision to go ahead with the lighter-weight and more fuel- 
efficient cars tha t GM is producing today al l around the  world.

A short time after our decision was made, the  oil embargo produced a rapid and 
significant—though temporary, as it turned out—upsurge in demand for small cars. 
In response to tha t demand, GM embarked on an expensive program to convert 
some assembly plants from the production of regular-size vehicles to smaller-size 
vehicles. When the embargo ended, consumers returned to the ir old buying habits
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and GM had a difficult time selling all the  smal ler vehicles we had produced. We offered rebates on them in o rder to clear our inventories.
Despite these violent market swings in contrary  directions, GM continued to believe there would be a gradual growth in small car demand and continued to implement its decision to move to  lighter-weight, more fuel-efficient cars. In 1975, we introduced our all-new Seville and Chevette  models. Our regular-size cars were down-sized in the  1977 model year, followed by our intermediates in 1978. Then, in April, 1979, we in troduced our new front-wheel drive compact cars, commonly called « our X-cars.
Since the introduction of these  fuel-efficient cars coincided with  the long gas lines in California and on the  Eas t Coast, the ir reception  by the public was far  grea ter tha n had been antic ipated  at the  time we had made our production decisions. We did not have the  means to produce all of the  components required to increase• production of our various X-body cars and othe r smaller models t ha t suddenly came into much heavier demand.
Let me emphasize it was th e government-imposed gasoline allocations that  caused spot shortages  in California and on the East Coast while plentiful supplies existed elsewhere. Until  that  time, the  domestic auto industry’s sales had been moving along at a record pace, and inventor ies of both small and large cars were in good balance. Consumer uncerta inty  about gas prices and availabil ity slowed the pace of sales and created imbalances in demand to which the  domestic industry could not instantly adjust.
It is worth noting that  sales in Germany and Jap an—countries which are far more dependent on imported  oil t han  America—did not suffer. Canada with about the same initia l size mix as the  United States was also unaffected. We belive the reason was tha t free marke t forces were permi tted to determine both the price and the  allocation of gasoline in those countries.
Foreign-produced autos—like the smalle r domestic—were going through a slower- than-expected selling period before the  Iran ian  revolution. With slower sales, foreign producers h ad a larger- than-normal  inventory  of cars just when the demand for smal ler cars suddenly turned. Auto production outside of North  America, as you know, has historica lly been positioned mainly at the smalle r end of the market because of a variety of factors, including relatively higher  gasoline prices and lower disposable personal income.
Since it appears that  current demand level will continue and increase, General Motors is moving rapidly  to expand fur ther our capacity for small cars. We have the capacity to build more tha n nine-hundred thousand highly fuel-efficient front-wheel drive vehicles in North America in 1980. In calendar year 1981, our planned capacity to produce such vehicles will climb to 1.3 million units. Our planned capacity will increase  dramatica lly to 2.7 million front drive models in 1982 and to nearly 4.8 million unit s in 1983.
Despite the abrupt  shift in consumer demand over the past year and a half, and the  ability of Japanese manufac turer s to quickly capitalize on that  shift, GM new- car  deliveries have represented  about 45 percent of the industry tota l—about in line with our experience over the  past decade. In part , this reflects the timing of a second assembly plant dedicated to subcompact Chevette output , which was brought on stream in early  1979, as well as our new front-wheel drive cars—the X-cars— which were introduced early  in April, 1979 afte r a gestation  period of nearly four years.
It follows, then, that  our  financial  resul ts in 1980—a $317 million loss through the first  half—are largely due to othe r factors. Certain ly one factor is the recession, which reduced our volume. Another is the  mix of our product. But an equally significant  factor is inflation . Because of it, our costs—labor, material and compo-• nen t supplier—continue to rise at  double-digit rates  while our prices—which must not only be responsive to competitive market conditions but  must also be with in the guidelines of the Council on Wage and Price Stabili ty—have increased by less than 7 percent annually.
We strongly believe that  we can and should solve our problems through the• marketplace. Our downsizing program to achieve increased fuel economy requ ired a GM investment of more tha n $20 billion in the  six years from 1974 through 1979. We now have a $40 billion worldwide program underway which we are confident will resul t in products that  meet customer demands in the 1980s.
Such a huge capita l spending program at a time of decreased revenue is unprecedented in American indust ry. Under such circumstances, we did what any prudent manager does. Faced with decreased volume and revenue—we cut  back. In June , we cut the quar terly  dividend to stockholders from $1.15 a share to $.60. This reduced the Jun e dividend payment to our stockholders by $160 million. The $.60 rate was continued for our September 10 dividend payment.

7 1 -0 2 8  0 - 8 1 - 5
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Through changes in the employe Savings-Stock Purchase Plan, the compensation 
of our salaried  employes has been reduced by approximately 5 percent. Merit raises 
for salaried employes have been suspended. These changes alone repre sent savings 
of more than $300 million annually.

We are in the  final stages of reducing our salaried work force by 10 percent. 
There will be no bonus awards  to executives for the 1980 calendar year.

While we believe strongly in a market solution, there is, however, a problem
solving role for government to play in both the regula tory and the tax areas.

In the area of government regulation,  we do no t believe there is a full apprecia
tion of the  important and immediate relie f which could be obtained by responsible 
and prudent regulatory changes. Since the  enactment  of the first federal auto 
regulatory legislation in 1966, there has been a  profusion of regulations , instructions 
and directions from a growing l ist of government agencies. In GM, the talen ts and 
energies of the  equivalent of 26,600 full-time employes were tied up last year in 
complying with regulation from all levels of government. This does not include 
those working on fuel economy, as we regard it as a requirement of the  market
place.

We have long supported regulat ion where there is a demonstrable heal th or 
safety need not met in the marketplace. We emphatically do not propose to t urn  the  
clock back on the  dramatic progress we have made in these  areas. We are con
vinced, however, tha t the hundreds of complex regulat ions and directives which 
have been issued in the last 15 years are  not perfect in every respect and tha t a 
thorough examination of selected regula tions would identify areas where revisions 
can be made to improve cost effectiveness, often by a substan tial amount.

We are  fully on the record regarding those regulations we believe could and 
should be changed. We provided Pres ident Car ter with a list of such regulations— 
current ones as well as some that  are in the proposal stage. This list has been 
widely circulated in Washington.

It must be recognized that  the U.S. government now has means at  hand tha t 
could be pursued in an attempt  to improve the competitiveness of the domestic auto 
industry. Significantly, these means have the  advantage of improving consumer 
welfare without adversely affecting international trad e policies. For example, gov
ernm ent policymakers could nurture a bet ter  climate for inves tment  in American 
business by encouraging greater  capita l formation for new plants and equipment 
and funding for increased research and development. This can be accomplished 
through  tax laws th at  allow faster  write-offs of capital equipment and a lowering of 
corporate as well as individual tax rate s to encourage more savings and investment.

We believe there should be a subs tantial tax cut directed toward capital forma
tion. In accordance with the  need for fiscal responsibility, it is important that  the 
tax cut be “earned” by spending cuts. We cannot afford to have new inflationary 
forces cause a takeoff from the  curre nt unacceptably h igh level of inflation.

We w ant to emphasize that  ou r government must take  action now to improve the 
entire business climate—not just that  of the auto industry.

Your invitation to the hearing asked that  we comment on House Concurrent 
Resolution 363. This resolution, if adopted, would authorize and urge the Presiden t 
to negotiate specified agreements with the  Japanese.  They would be (1) a temporary 
res trai nt on auto exports to the United States; (2) equitable  prices charged in 
domestic and foreign sales; and (3) elimination  of barr iers  affecting the purchase of 
U.S. products.

I’d like to expand my comments to include House Joint Resolution 598, introduced 
by Representatives Albosta, Brodhead and Brademas. H.J. Res. 598 is identical to 
Senate Joint Resolution 193, introduced by Senators Riegle, Levin and 21 others.

H.J. Res. 598 and S.J. Res. 193 would authorize the President to negotiate and 
implement agreements with foreign count ries limiting the ir exports of automobiles 
and trucks to the United States. These resolutions would provide negotiating  au
thority to the President unti l July 1, 1985, and require  h im to seek advice from the 
private  sector  prior to engaging in negotiations. The resolutions are also intended to 
remove any ant itru st prohibitions  to such negotiations. The Administration  has 
cited its lack of sta tutory auth ority  and possible an tit rust violations as prohibiting 
the negotiations of an agreement with Japan restric ting automotive imports.

General  Motors supports the inte nt of these resolutions. We believe H.J. Res. 598 
is superior  to H. Con. Res. 363 because the lat ter  would only be an expression of 
Congressional sentiment, while a join t resolution—upon adoption—has the  force of 
law. The Administrat ion claims it needs tha t s tatutory  authority .

We believe our government must take the  initia tive in persuading the Japanese 
government  to protect its own self-interes t by acting now—and by acting volun tar
ily—to adopt more prudent trade practices with the United States. Such prudence 
would help head off the wave of protectionist sentiment  now building in this
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count ry—sentiment  that  thre ate ns perm anen t harm  to impo rtant  trade  relatio ns 
between the  U.S. and  J apan.

Genera l Motors ha s tradi tiona lly supported a policy of liberal trade  because such 
a policy is in the best interests of the  world economies, the U.S. and the auto 
industr y. We continue to believe that.  We furt her believe progress in elimin ating 
trad e barriers will mars hal resources in the  most efficient way to satisfy consumer 
demands.

Thank you.

Mr. Bingham. The subcommittees  stand adjourned.
[Whereupon, at  5:20 p.m., the  hearing  was adjourned , to recon

vene at  3 p.m., Wednesday, September 17, 1980, in room 2172, 
Rayburn House Office Building.]





UNITED STATES-JA PAN ECONOMIC RELATIONS

WEDNESDAY, SEPTEMBER 17, 1980

House of Repr ese nta tives,
Comm itte e on Fore ign  Affairs ,

Subcommitt ees on Asia n and  P acific  Affa irs  
and  on Internatio nal E conomic  Policy and  Trade,

Washington, D.C.
The Subcommittee on Asian and Pacific Affairs  and  the  Subcom

mittee on Inte rnation al Economic Policy and Trad e met  jo intly  at 
3:25 p.m. in room 2172, Rayburn  House Office Building, Hon. Dan 
Mica presiding.

Mr. M ica . The subcom mittee  will come to order. While the  chair 
man is out, we will read his stat ement .

Ladies and gentlemen, than k you for atten ding . Today the  Sub
committees on Asian and Pacific Affairs and Intern ationa l Eco
nomic Policy and Trade resume consideration of United States- 
Jap an economic relat ions  and indust ria l policy.

Again this  afternoon we are focusing on the  automobile issue 
and in par ticu lar on House C oncurrent Resolution 363, a  resolution 
introduced by the  Honorable Carl Pursell of Michigan, calling on 
the  Pres iden t to negot iate with the  Government of Jap an  for a 
tempora ry res tra int  with  respect to the  export of automobi les in 
the  U nited  Sta tes.

Yesterday the  subcom mittee  took testim ony on the resolution 
from Mr. Will Scott of Ford; Mr. Wendell Larsen of Chrysler; and 
Mr. Robert McElwaine of t he  American Intern ational Automobile 
Dealers Association.

Both Mr. Scott and Mr. Larsen urged favorab le consideration  of 
legislative remedies aimed at  effecting res tra int s on the  export of 
Japanese automobiles to the  U nited States.

Mr. McElwaine, however, questioned the  prop riety  of circum
venting procedures  previously estab lished by the  T rade  Act of 1974 
to deal with contingencies in na ture  simi lar to today’s auto  issue. 
Mr. McElwaine also raised  the question of possible an tit ru st  viola
tions resu lting from volunta ry restr ain t on the  pa rt of the  Japa 
nese auto  m anufacturers.

During  the  course of today’s hear ing, we will be tak ing  fur the r 
testimony on Resolution 363 from Sena tor Don Riegle of Michigan; 
the  Honorable William Broomfield of Michigan and  r ank ing  minor
ity member of the  House Foreign Affairs Committee; the  Honor
able Carl Pursel l, the  resolution’s cosponsor; and the  Honorable 
Jim  Blanchard, and Honorable Robert Davis, cosponsors of the  
resolution.

We will also hea r from the  Honorable Don Pease  of Ohio, and 
the  Honorable Floyd F ith ian  of Indiana.

(63)
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EXAM INING  ECONOM IC ISSUES

Finally, let me reite rate this on behalf of the chai rmen and state 
that  ou r objective in this  ser ies of hearings  is to examine the  major 
economic issues involved in the  United States-Japan relationship 
and to explore both short- and long-term solutions to problems 
which, if left unresolved, may adversely affect the  relat ions  be
tween our countries. •

Before we begin, I would like to announce that  the  Honorable  
Robert E. Herzstein, Under Secretary  of Commerce for Internatio n
al Trade, will join our panel of witnesses for tomorrow’s hearing.

Our firs t witness of the  afternoon will be the  Honorable William •
Broomfield, ranking m inori ty member of the  House Foreign Affairs 
Committee.

Mr. Broomfield, i f you will lead off with the  tes timony.
STATEMENT OF HON. WILLIAM S. BROOMFIEL D, A REPRE

SENTATIVE IN CONGRESS FROM THE STATE OF MICHIGAN
Mr. Broomfield. Thank you very much, Mr. Chairman and 

members  of the subcommittee. As one whose congressional distr ict 
includes Pontiac  Motors, General Motors Truck  and Coach, and 
Ford Motor Co. plants , I wan t to commend you for holding these 
hearings on our very critical automobile trade problems with 
Japa n.

I especially want to congratulate Congressman Carl Pursell for 
his sponsorship of House C oncurrent Resolution 363 on which these 
hear ings are  focused.

In fact, the  enti re Michigan congressional delegation has made a 
cooperative, bipa rtisan effort to bring the  auto  indust ry’s problems 
to the  atte ntio n of Congress und er the  leade rship  of Sena tor Don 
Riegle in the Senate  and men like Jim  Blanchard here  in the  
House.

DIFFICULTIES IN DETROIT

No one knows be tter tha n those of  us who come from the  Detroit 
metropoli tan area wha t serious difficulties the  U.S. auto  industry 
is facing.

During the  second quart er of this  year  alone, all four domestic 
auto companies lost near ly $1.5 billion, and much of tha t loss was 
attr ibu tab le to foreign imports , main ly from Jap an,  taking an in
creasingly larger s hare  of th e U.S. market .

So far  this year, Japa nese car  and truc k exports to the  United  
State s are  up near ly 32 percent, and U.S. production  is down more 
tha n 35 percent. *

As a result , 300,000 au toworkers  lost the ir jobs, and  ano ther half 
million in steel, rubber, and rela ted industrie s are  out of work.

It is a crisis of national proportions, but with prope r Government 
help, I am convinced i t can be a temporary crisis. •

$80 BILLIO N INV ESTMENT

The American automotive industry has made the  commitment to  
produce small fuel-efficient cars  that  will be competit ive in the  
world market, and it is backing th at  commitment up with near ly 
an $80 billion investm ent over the  next several years.
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We have the  know-how and we also have the  talent. With en
couragement  and cooperation from Government and labor, the  
American auto industry  will be back on top in world auto sales.

All the  industry is asking—and this  is very imp orta nt—is just 
merely a bre ath er so it can retool and get back right in the  ball 
game.

• japan’s cooperation necessary

Japan took a tough position on foreign imports when its auto  
industry was in the  early stages, and we should do the same now 

e  th at  ou r industry is facing these  difficulties.
Our Government should impress  upon the  J apanese Government  

through all available channels  th at  we are  in a serious crisis and 
we need the ir help and cooperation.

Failing that , the  P resident should have the  a uthori ty to press for 
tempora ry impor t restr ictions to give domestic automakers protec 
tion durin g this recovery period.

In addition, the re are  a number of bills, including several  which 
are  cosponsored by virt ual ly the  ent ire  Michigan delegation th at  I 
hope Congress will seriously examine. These bills would t ighten up 
on imports and encourage Americans to buy American cars.

As industr ial superpowers, and as to the  two nations most re
sponsible for peace and stab ility  in the  Fa r East, United States- 
Japa nese relat ions  are complex and overlapping .

Japan,  for example, stil l relies on our stra tegic  nuclear umbrella  
and on our mili tary  and  naval presence,  at  a considerab le savings 
to its own nat iona l defense budget.

Our Government should seek every opportunity  to impress  upon 
the  Japa nese  th at  this  rela tionship  is a two-way street, and that  
the  American automak ers simply want a fair  shake during this  
tempora ry period of difficul ty.

I th ank you, Mr. Chairman.
Mr. Mica. Thank you, Mr. Broomfield. Our committee tha nks  

you for your very well s tate d testimony, and I would like to take a 
moment and bring  to the  attent ion  of the committee the  part icip a
tion this  morning of Mr. Broomfield and myself and others in a 
group known as the  Wise Men from the  Carter visit to Tokyo. I 
think  that  the ir comments would be helpful as we proceed in this  
committee, and I hope we will have a record of some of the testim o
ny and comments  tha t were made this  morning.

Before we go on to questions, we will hea r testimony from the  
ent ire  panel .

. At this time I would like to call on our colleague, the  Honorable
Carl Pursell.

STATEMENT OF HON. CARL D. PURSE LL, A REPRESENTATIVE 
» IN CONGRESS FROM THE STATE OF MICHIGAN

Mr. Pursell. Tha nk you, Mr. Chairman. I wan t to especially 
congratulate  the  Foreign Affairs Commit tee for taking the  leader
ship in Congress, par ticu lar ly on the  House side, all the  members  
present, Mr. Wolpe, Mr. Pease, Mr. Guyer, and others,  who are 
tak ing  some leade rship  nationally on an issue significant not only 
to Michigan, but to our tota l economy and to the  free world in 
term s of the  sensitive rela tionship  with the  Japa nese Government.
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This resolution is sensitive because I thi nk  in effect we are 
sending a message in  term s of public responsibi lity, public account
ability  toward a major issue, but not mandatin g and giving us some 
flexibility here  for this  resolu tion to urge the  President to sit down 
with the  Japa nese  Government  leade rship  in working out some 
more equitable arrangemen t, so th at  we can provide jobs for the 
people, not only of Michigan, but for the country .

GREAT CHALLENGE

Needless to say, the  automobile industry is facing its greatest 
challenge in our lifetime, and the  adverse  consequences of this 
situa tion are  being felt throughout  th e Nat ion’s economy.

One of every 12 man ufac turing jobs is directly,  and one of six 
jobs is indirec tly, dependent upon the  auto industry.  I am speaking, 
of course, of the U.S. economy, where  every hour ly job involved in 
the  manufac ture  of motor vehicles, an addi tional two jobs are 
created in such areas as steel, rubbe r, glass, wholesale  and reta il 
trade, as well as in other businesses throughout  the  economy.

Over 300,000 autoworkers  cur ren tly  are  on layoff. There  is an 
estim ated about 550,000 addit ional  workers  in auto-dependent in
dustries. This means not only hardships and suffering by the fami
lies of those out of work, but  less tax  revenues and more Federal 
expenditu res which add to the burdens of those th at  are lucky 
enough to have a job.

JOBLESS RATE IN MICHIGAN

The impac t on all of this is calculated to cost upward of $20 
billion a year. So w ithou t a ny addi tional comments, I would like to 
ask permission to ask th at  my rem arks be submitted for the record, 
and I would like to address  the  committee for a brie f moment on 
the  jobless rate that  is now in Michigan.

A Washington Post article today indica ted that  the  Michigan 
unemployment figure was 14 percent. Tha t has approximately in 
the las t few months doubled the national averge, which is roughly 
in the 7-percent category.

We have areas,  Mr. Chai rman , in Michigan of unemployment 
upward of 23 to  25 percent, in Flint .

Mr. Mica. Without objection, your ent ire sta tem ent  will be in
cluded in the  record.

Mr. P ursell. T hank you very much.
So I personally wan t to than k the  committee members of the 

Michigan delegation, the  ranking chairman here, Mr. Wolff, whom 
I see is coming in, and Mr. Guyer, the  ranking minority member, 
and especially Mr. Broomfield, the  senior mino rity ranking 
member on the  committee.

I c redi t you with the  leadership  in taking this  initiative , as I said 
earl ier, and I hope t ha t we can move ahead on this  resolution and 
send the  appropria te sensitive message to the  Japa nese Govern
ment th at  we a re serious abou t this  issue, not only because of our 
economy, but  in term s of hum an needs, of thousands of people 
unemployed in this  Nation,  because of wha t I would consider an 
imbalance  in our rela tionship  with the  Japanese in terms of not
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encompassed in th is par ticu lar  resolution.

I wan t to tha nk the  committee for allowing me to testify  here  
today.

[Mr. Pu rse ll’s prepared sta tem ent  follows:]
Prepared Statement of Hon. Carl D. Pursell, a Representative in Congress 

From the State of Michigan

Summary  of S tatem ent by the  Honorable Carl D. Pursell , Congressman—Michi
gan, before the House Foreign Affairs Subcommittee on Asian and Pacific Affairs 
and Subcommittee on Inte rnat iona l Economic Policy and Trade—September 17, 
1980.

The attached statement supports a resolution (H. Con. Res. 363) t ha t I introduced 
in June, along with my colleagues Bill Brodhead, Bob Davis, and Jim Blanchard.

The automobile indust ry is facing its greatest challenge in our lifetime, and the 
adverse consequences of this situa tion are  being felt t hroughout the Nation’s econo
my. We m ust enthusiastically deal with the structur al problems faced by the auto 
industry, as well as prepa re for the future through meaningful partnerships tha t 
include labor, management , education and government a t all levels.

However, the immediate task  is to effectively address the flood of foreign auto
mobiles and trucks—primarily  from Japan—that are taking an increasing share  of 
the American market. Accordingly, H. Con. Res. 363 urges the President to enter 
into negotiations with the representat ives of the Government of Japan with respect 
to: (1) A temporary res tra int  in the  exporta tion of automobiles into the  United 
States; (2) an equitable relationship between prices charged in domestic and foreign 
sales; and (3) the eliminat ion of trade barr iers  affecting purchase of American 
products.

Mr. Chairman, you and the othe r members of the  Subcommittees are to be 
commended for initia ting this timely series of hearings on U.S.-Japan economic 
relations in general and on my proposal (H. Con. Res. 363) in particular. I also want 
to th ank  you for the opportunity to appear  before you today.

GREATEST CHA LLE NGE

Needless to say, the automobile industry is facing its grea test challenge in our 
lifetime, and the adverse consequences of this situat ion are  being felt throughout 
the Nation’s economy. One of every 12 manufactur ing jobs are directly, and one of 
six jobs are indirectly, dependent upon the  auto industry. For every hourly job 
involved in the  manufacture of motor vehicles, an additional two jobs are  created in 
such areas as steel, rubber, glass, wholesale and reta il trade , as well as in other 
businesses throughout the  economy.

Over 300,000 auto workers currently are on layoff, as are an estimated 550,000 
additional  workers in auto-dependent industries.  This means, not only hardships 
and suffering by the families of those out of work, but less tax revenue and more 
federal expenditures, which add to the  burdens of those of us lucky enough to have 
a job. The impact of all this  is calcula ted to cost upwards of $20 billion a year.

As a cha rter member of the  Auto Task Force, Co-Chairman of the Northea st/ 
Midwest Coalition’s Budget Task Force, and, of course, a member of the Michigan 
Congressional delegation, I have been working hard, not jus t to publicize the seri
ousness of the situation, but  more importantly,  to offer some potentia l solutions for 
dealing with the short-term, interm ediate , and long-run problems associated with 
these grave conditions.

Although my role here today is to discuss H. Con. Res. 363, which addresses the 
shor t term,  I do not want to underemphasize the need to go beyond this relatively  
modest first  step. We must also enthus iastically deal with the stru ctural problems 
faced by auto and other  American industr ies, as well as to prepare for the future 
through meaningful  partnerships tha t include labor, management, education and 
government at all levels. I look forward to discussing these vital aspects in grea ter 
detail with you and the rest  of my House colleagues both in committee  and on the 
floor during the weeks ahead.

FLOOD OF JA PA NE SE  IMPORTS

The immediate  task  is to effectively address the  flood of foreign automobiles and 
trucks—primarily from Japan—that are  taking an increasing share  of the American 
market. While our plants  are being idled and shut down, Japanese  plants are 
runn ing overtime and producing an unprecedented volume of vehicles, which now
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represent over 22 percent  of the U.S. marke t. It is estimated that  as many as 1.5 
million units per year a re currently being produced on overtime work alone.

Make no mistake about it, this is not happening by chance, but it is part of a 
conscious, well-planned design. Shortly afte r World War II, Japa n decided to devel
op its own passenger car industry. This was accomplished through favorable tax 
laws and subsidies, by excluding imports  from the United States and other estab
lished producers through preventing foreign investment, as well as by imposing 
prohibitive tariffs and leaving the costly burdens of defense to others.

Once the  Japanese auto indus try got firmly on its feet, the barr iers  to foreign 
imports began to be reduced, and the  indust ry currently receives no direct financial 
assistance from its government. It may be of inte rest  to rela te at  this point tha t 
Toyo Kogyo (Mazda) was saved from bankruptcy—a la Chrysler—in 1975 by the 
combined efforts of a number of banks and both local and cent ral governments.

Meanwhile, potential markets in Europe and elsewhere have maintained quotas 
or othe r rest raints to trade. Thus, the United States, the only substantia l “open” 
market available, became the prime targ et for Japan’s aggressive new export ef
forts.

The geographic size of Japan,  its uncontrolled fuel costs, urban driving conditions, 
along with a host of other factors, demanded a small, fuel-efficient vehicle. Accord
ingly, when American driving and car-buying habits abrup tly changed following the 
Iran ian  crisis, the Japanese  were the lucky beneficiaries. That is, thei r “grand 
design” worked better  than they ever dreamed.

U.S . CONSIDERATIONS

At the same time, despite J apan’s changing policies with respect  to import restr ic
tions, including the fact that  its tar iff  on imported vehicles has been eliminated , a 
number of other  factors combine to push up prices on U.S. cars sold in Japan by 50 
to 100 percent or more over their reta il prices domestically. Consider the following:

(1) A so-called “commodity tax” is levied on all automobiles sold in Japan. It is 
calculated on the factory price of Japanese  cars, but is applied to imported cars 
afte r including transportation  costs. Because the tax is rebated on exported autos, 
such vehicles sell for less wholesale in the U.S. than they would domestically.

(2) Because Japanese  safety and environmenta l standards differ from those in the 
United States, our exports must be modified through a process—called “homologa
tion”—tha t costs between $110 and  $535 per vehicle. This process includes such 
items as th e insta llation  of low current  overnight parking lights, overspeed warning 
devices, and a metric speedometer wi th a  red ban at  100 km per hour.

(3) Approximately another  $200 is added to the  price of each imported U.S. car 
when it is inspected and extensive documenta tion is completed to insure  compliance 
with various standards .

(4) U.S. auto producers face severe problems of dis tribution in Japan for a variety 
of reasons, including the fact that  they cannot “piggyback” on the dealer networks 
of major Japanese manufacturers, such as has been done in the United States. 
Furthermore, market entry in Japan is complicated by the  increased costs and 
planning associated with  that  c ountry’s practice of placing a small volume of goods 
and limited terr itory  in the hands of a large number of “middlemen.”

(5) Final ly, Japanese taxes, including the  “commodity tax,” favor small cars. For 
example, a  “road tax” assessed twice each year is based on the  weight of the  vehicle 
and another  annual  tax ranges from $94 to $125 for cars  wi th engines under  2000 cc 
and from $337 to $613 for those over tha t size.

$80  BILLION CONVE RSION

The U.S. automobile indust ry is currently  in the  midst of an $80 billion conver
sion to meet the new demands of its driving public and the  rest of the world, 
including Japan. What is needed now is some “breathing  room,” such as tha t 
experienced by the  Japanese  industry during its time of conversion in the  1950’s 
and 60’s.

Accordingly, earlier this year, I introduced H. Con. Res. 363, along with my 
colleagues Bill Brodhead, Bob Davis, and Jim Blanchard. This measure urges the 
President to enter  into negotiations with the representat ives of the Government  of 
Jap an with respect to: (1) a temporary res traint in the exportation of automobiles 
into the  United States; (2) an equitable relationship between prices charged in 
domestic and foreign sales; and (3) the eliminat ion of trade  barrier s affecting pur
chase of American products.

As you know, the United Auto Workers Union and Ford Motor Company have 
each petitioned the U.S. In ternation al Tarif f Commission for re lief under the Trade 
Act of 1974. The Commission has  indicated that  by November 24 a final repor t on
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this matter  will be presented to the Presiden t, along with recommendations for 
related actions.

It is my strong view that  we cannot stand  by idly for more than two months 
awaiting this report. Congress has a responsibility to go on record now—while it is 
still in session—and to indicate what direction should be taken regarding this 
serious situation.

I certainly  am not wedded to each and every word of my specific proposal; 
however, I do hope tha t it can serve as a vehicle for discussion and subsequent

« action as quickly as possible.
The American people are suffering grea tly as a resul t of the  conditions I described 

earli er in my testimony and they are crying out for leadership by the ir elected 
officials. It is our obligation to respond as promptly and effectively as we know how.

e Mr. Mica. Thank you. At this time we will hea r from our col
league, Mr. Blanchard.

Mr. Blanchard. Mr. Chairman, inasmuch as we have our senior 
Senator from Michigan here, and we have heard from the principal 
sponsor of our resolution , and our rank ing member, Mr. Broom
field, I think  it would be wise for me to defer to Sena tor Don 
Riegle, and then I would like to have a s tatemen t.

Mr. Mica. T hank  you.
Senator Riegle, please proceed.

STATEMENT OF HON. DONALD W. RIEGLE, JR., U.S. SENATOR 
FROM THE STATE OF MICHIGAN

Senator Riegle. Thank you very much. Let me first  tha nk  Con
gressman Blanchard, and my colleagues on the  othe r side of the 
table, for the ir kind comments. It is signif icant  that  we appear 
here  as a bipartis an group. Certainly  we represent the  inte rests of 
our State, but we address today a nationa l problem that  affects the 
inte rest  of many States. The economic in fluence  of the automot ive 
industry reaches  ou t and touches all 50 States.

It is also a pleasure to appea r before  a  committee on which I was 
privileged to serve, and to see colleagues w ith whom I was honored 
to serve.

The surge in auto  imports  is one of the  most imp orta nt issues 
facing the country today.

I ask  t ha t my e nti re sta tem ent  be made a pa rt of the  record, and 
I will summarize some of the major points in it.

Mr. Mica. Without objection, th e ent ire  s tate me nt will be includ
ed in the record.

Senator Riegle. T hank you.
AUTO INDUSTRY OF NATIONAL IMPORTANCE

Without question, the  auto industry  itse lf is profoundly impor-
• tant  to the  natio nal economy, and affects many  othe r basic indus

tries, including steel, aluminum, rubbe r, glass, textiles,  and in
creasingly, electronics.

All of these industrie s are  in troub le today as a result  of the
* problems facing the auto  indus try. We have over one-quarter mil

lion autoworkers  now unemployed, and as a resul t, we have a half  
million othe r workers laid off in rela ted industries. And i f you take 
into account the  indi rect effects, the  auto  crisis has put  over a 
million people out of work in the United States.

The automobile sales will continue to be a vital  part of the 
American economy. The public accounting firm of Ar thu r Ander
sen & Co. has  recently  estim ated U.S. demand for new cars and



70

light trucks will grow to a level of 12 V2 to 13 million vehicles by 
the year 1990.

Suggestions that the  auto indu stry  will not be a key industry in 
the futur e, are simply not accura te.

As far as we can see into the  future, Americans are  going to be 
buying cars. The question is, who will build them? Who will be 
making the  parts and who will be producing the  raw materials?

The surge in Japa nese car  imports suggests some disturbing 
answers to those questions. Jap ane se cars now accou nt for nearly 
22 percent of all U.S. sales. This is a dram atic  and  very recen t 
development. In the  decade, between 1969 and 1979, the  Japanese  
gained an average of 1.4 perc ent of the  U.S. marke t per year. In 
the last  year however, the  Jap ane se shar e has jumped by 6 per
centage points. And, so has  American unemployment .

In 1978, only 3 years ago, inventories  of unsold Toyotas and 
Datsuns were growing on the  docks. With deep discounts, prices on 
some models were approaching dumping levels. Japane se attempts 
to break  out of the small  car ma rke t had not been successful. Then 
suddenly, early in 1979, American consumer preference  shifted to 
small fuel-efficient cars which are  now expected to be an increas
ingly profitable  m arket segment.

JAPANESE MARKET PENETRATION

Japanese firms, have worked fast to pen etrate  a nd hold a greatly 
expanded share  of tha t market.  To do this, they  have  added over
time, increased the ir line speeds, and are  now bu ilding  new capac
ity.

In fact, Japanese  auto  produc tion is at a record ann ual  rate of 
over 11 million unit s at  the presen t time, and  is expected to exceed 
13 million units  wi thin 3 years.

These production increases are  t argeted  as exports because Japa 
nese domestic demand remains  sluggish, at  an ann ual  level be
tween 4 and 5 million units.

The auto import  problem is not about to go. When we look at 
what the Japanese  a re doing, and see t ha t our ma rke t as really  the 
only availab le market  for their  expanded product ion, it is obvious 
that  today ’s problem is going to get worse, unless specific action is 
taken to deal with it.

Japanese auto firms are  spending heavily for advertising in the  
United States, strength enin g the ir retail  sales and auto  part s dis
tribution systems.

We would delude ourselves if we were to think  th at  the  market 
shares of th e Japa nese firms will in time simply sett le back down 
by themselves, to pre-1979 and  1980 levels.

The U.S. auto firms are  in the  midst  of a  historic conversion of 
the ir product lines and produc tion facilities. Over $80 billion will 
be spent  on new plant equip ment  between 1979 and 1984. You can 
sense the  enormity of th at  effort, when you remember that  will be 
twice as costly as  the  national effort to put our ast ron aut s on the  
Moon.

U.S. industry faces an enormously complex task and  if you have 
not already seen it, you would find it helpful to read  a recen t 
publication of the Departm ent of Transporta tion  enti tled  “Facili
ties Plan ning  and Capital Investm ent.” It does not support any
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par ticula r public policy with respect to the  auto  indus try, but  does 
describe graphical ly the  magnitude of the  industr ial conversion 
th at ’s now underway in that  indus try. I would ask that  t ha t report 
be made a pa rt of the record at  the  conclusion of my remarks . It ’s 
real ly an excellent piece of work.1

FUEL-EFFICIENT AUTOS

I am convinced that  the  U.S. automak ers and workers can pro
duce the  kind of high quality , fuel-efficient cars that  American 
consumers will be demanding.

In fact, the Big Three will make 2.8 million all new, state-of-the- 
art , front  wheel drive cars  this  year. Several new models will be 
available for sale in abou t 3 weeks’ time. Tha t number will rise to 
4.4 million units in 1982, and up to 7 million uni ts in 1983.

Thus, the  domestic indu stry  here  in the  United State s has made 
th at  commitment, and the re will be no turnin g back from it. The 
problem is they’ve got to have the  capi tal to execute  those plans. 
Unless we face this  problem and do something about reducing the  
invasion of Jap anese imports over the  nex t 24 months, I th ink  it ’s 
almost a cer tain ty that  more tha n one domestic company will be 
unab le to accum ulate  the  capi tal they  need for this  conversion and 
to mainta in the  financial stre ngth they  will need to remain com
petitive.

The signals we see from Jap an  today, at  leas t from the govern
men tal side, show some recognition  of this  problem. In fact, as 
recen tly as 1 week ago, one of the  Ministers in the  Japanese 
Government  called on the  domestic industry in Japan to cut back 
on th eir  exports volu ntar ily by one-half mill ion units .

If t ha t were to be accomplished yet at  leas t 100,000 people would 
be brought back to work here  in the  United States . That’s some
thin g badly needed, but  th ere  is no sign th at  th e Japanese industry 
is responding to th at  appeal by the ir own Government. I’m sorry to 
say that  our own Government, in term s of the  executive branch, 
has yet to take  th e initi ativ e to press for Japanese res tra int .

LEGISLATION

Two legislative vehicles are  now before us: House Concurren t 
Resolution  363, sponsored by  t he  gentlemen at  the  table, urges our 
Pres iden t to begin negotiations which I strongly support. I have 
also introduced a resolu tion with  simi lar objectives in the Senate, 
Sena te Joint Resolution 193. Over 30 Sena tors—of both part ies— 
have  joined  as sponsors. Seven members  of the Finance Committee 
are  among them.  This resolu tion would have the  force of law and 
would provide an explic it an tit rust exemption. We’re not sure  
th at ’s needed. In fact, I don’t think it is needed. But people in the 
adm inis trat ion say they  are  not comfortable in proceeding with 
import res tra int negot iations with Japa n unless they have addi
tional legal authority  such as this.

We have introduced the  legislation. We have  invited the  adminis
tra tion to support it. And we hope to see action on it in both 
Houses of Congress. The companion resolution in the House is

1 The publication referred to is re tained in committee files.
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House Join t Resolution 598, which I know many people here  also 
are supporting.

Mr. Chairman, unless we face this  problem and do something 
about it immediately, we will see perm anent damage done to the 
U.S. economy in amounts we can ’t afford.

ANA LYSIS OF COST
♦

We have done an analys is of the costs American Government has 
already incurred as a direct result  of rising imports. In addition  to 
a loss of $10 billion in capital in the  auto and truck tra de  account 
with Jap an this year, excess auto imports have created cost to U.S. •
Government of $2.1 billion in lost tax revenues and increased 
spending for unemployment compensation, trade a djustment assist 
ance, and food s tamps. These costs are  borne by all the  citizens of 
this country , who in effect are  financing this  invasion of foreign 
imports from Japan .

It’s irresponsible. It ’s hurtin g the  United States . It ’s crippling 
our ability  to work our way back to a more competi tive footing in 
the future, and th at ’s why action is needed now.

Our appeal  is to members  from across the  country,  not jus t from 
the automot ive States, but  from all regions of the  country , who are 
being asked to pay this  bill. We must join  to seek volunta ry reduc
tions in Japa nese imports for a period of 3 years, so we can com
plete this  indu stria l conversion, and be in a position to produce 
here in the  United States the  kinds of automobiles th at  American 
consumers will want.

I hope this  committee would see fit to act on this. All the 
initiative  so far in this  area has  come from the Congress. The 
Congress consistently has been ahea d on this  issue. I don’t know 
why the administ ration is so slow on it, but th e country is suffer ing 
as a resul t.

So my hope and my appea l is for the  committee to act affirm a
tively and bring  this issue to the  House floor so we can set the 
direction  of national policy and show the  way for the  adm inis tra
tion to achieve an agreement between the  two countries.

[Senator Riegle’s prepared sta tem ent  follows:]
Prepared Statement of Hon. Donald W. Riegi.e, J r., U.S. Senator From the 

State of Michigan

Mr. Chairman, I want to thank you for inviting me to appear  today before this 
distinguised Subcommittee and state  why I am so concerned about  the  surge in 
Japanese auto  imports. I am convinced that  thousands of American jobs will be 
permanently lost if this  government does no t act decisively and soon.

Events of the past year have shown in stark terms  tha t automotive manufac tur- •
ing is v ital to this Nation’s economcy. U.S. car makers create  demand that  makes 
the difference between profit and loss for many basic industr ies including steel, 
aluminum, rubber, glass, textiles, and increasingly, electronics. American firms in 
every one of those industries have been badly hurt by the cur ren t auto slump. Over 
one qua rter million auto workers are now unemployed, and as a result, half  a *
million more workers have been laid off in related industries. Financial losses have 
hit  record levels for each American auto company.

FUTURE IMP LICATIONS

But cur ren t events are most disturb ing when we consider the ir futu re implica
tions. Even when we assume major growth in public transportat ion, it still is clear 
that  Americans will continue to rely basically on personal vehicles to transport  
people and goods. The public accounting firm of Arthur  Anderson & Co. has recent-
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ly estimated t ha t U.S. demand for new cars and light trucks will grow to a level of 
12.5 to 13.0 million vehicles by 1990.

For as long as we can see into the future, Americans will be buying cars. The 
question is: Who will be building them? Who will be making the  parts? Who will be 
producing the  raw materials?

The explosion in Japanese car imports suggests some very disturbing answers to 
those questions.

Japanese  cars now account for 22.1 percent of a ll U.S. sales. That  is a dramatic 
and very recent development. Between 1969 and 1979, the Japanese  had gained an 
average of 1.4 percent of th e U.S. market per year. In the last year, the Japanese  
share has jumped by a whopping 6.0 percent.

In 1978, inventories of unsold Toyotas and Datsuns  were growing on the  docks, 
and with deep discounts, prices on some models were approaching dumping levels. 
Japanese  attem pts to break out of the small car market had not been successful. 
Then suddenly, early in 1979, American consumer preference shifted to small, fuel 
efficient cars, which are now expected to be an increasingly profitable market 
segment.

PENE TR AT ING U. S.  MAR KET

Japanese  firms have moved fast to pene trate  and hold a great ly expanded share  
of th at  market . They have added overtime, increased line speeds, and are building 
new capacity. Japanese auto production is at  a record a nnua l rate of over 11 million 
units, and is expected to exceed 13 million units  within thre e years—even though 
Japanese  domestic demand remains sluggish at a level between 4 and 5 million 
units.

Japanese  f irms a re spending heavily for advertising in the U.S. and are strength
ening the ir retail  sales and auto  distribu tion systems. We delude ourselves if we 
thin k that  the market shares of the Japanese firms will in time simply settle back 
down by themselves to pre 1979-1980 levels.

Meanwhile, U.S. auto makers are  in the midst of a historic conversion of t hei r 
product lines and production facilities. Over $80 billion will be spent on new plant 
and machinery between 1979 and 1984. You can sense the enormity of tha t effort 
when you remember that  it is twice as costly as the  effort to place a man on the 
moon. You can grasp the difficulty of the effort only afte r you understand  how 
incredibly complex the auto  industry is. If you have not already  seen it, I think you 
will find it helpful to read a recen t publication of the Department of Transportation 
entitled , “Facilities Planning and Capital Investment . It does not support  any 
part icular public policy but  i t does describe graphical ly the  magnitude of the indus
tria l conversion that  is now underway in the  U.S. auto industry . I ask that  the  
report be included in t he record a t the conclusion of my remarks.

U.S . AUTO COMMIT MENT

Mr. Chairman, I am convinced t ha t U.S. auto makers and workers can produce 
the  kind of high quality, fuel efficient cars that  American consumers will be 
demanding. The big three will make  2.8 million all  new, sta te of the art,  front wheel 
drive cars this year. That number will rise to 4.4 million unit s in 1982 and 7.0 
million in 1983. They have made th e commitment, the re is no tu rnin g back.

For several years, however, U.S. firms will be very vulnerable to the kind of 
assau lt that  the Japanese  have mounted. Unless something is done fast, the U.S. 
auto makers may complete the ir conversion programs only to find that  imports 
have forced domestic firms into a constricted segment of the  marke t. The ability of 
domestic firms to main tain a technological and competitive lead would then be 
severely weakened by permanently reduced cash flow and by exposure to continuing 
heavy debt burdens. This is a  real  danger. For instance , Ford’s debt to equity ratio  
is expected to rise from 12.2 percent in 1979 to 41.3 percent in 1982, General Motors 
debt to equity ratio may rise from 4.6 percent to 25.7 percent in the same period.

UN DE RS TA ND IN G JA PA NE SE  POSITION

Mr. Chairman, some aspects of the auto import situa tion are easy to understand.
It is obvious why penetration  of the  U.S. auto market has long been a major goal 

of Japanese nationa l industria l policy. The American car market is the world’s 
largest, most lucrative  and most open. It will give Japan—this year alone—about 
$10 billion in badly needed foreign exchange.

It is unders tandable that  Japa n’s Ministry of Inte rnat iona l Trade and Industry  
has warned Japanese car makers  to show some rest rain t. MITI officials know th at 
most Americans will eventually understa nd and deeply resent how Japanese  auto 
firms a re exploiting our economy.



74
It is easy to understand why Japa nese  car makers  are ignoring those warnings 

and are going all out to grab the biggest possible share  of U.S. car sales. They can 
increase the ir profits by $5 billion to $8 billion over the next decade, a nd so far, no 
one stands in the ir way.

It is very hard to understand  why t he U.S. Government  has not acted before now 
to limit the perm anent and long-term damage th at  these imports are doing to our 
economy. The Japan ese themselves would never let this happen  to them. The 
government  of no other major indus trial country would sta nd by as passively as has 
this  government.

With each passing week, we have more compelling evidence th at  reasonable, 
temporary import restrictions are  needed to give the  U.S. auto industry some 
brea thing  room to adjust to a new era  of suddenly increased gasoline prices. I am 
convinced tha t, at  the very least, the imports’ shar e of the  U.S. market should be 
returned to 1979 levels for th ree years. Negotiations with the  Japanese should begin 
now.

There are strong reasons for doing so. First , tempo rary res tra ints would not 
damage our tradi ng relationships. Every major natio n knows th at  the  U.S. auto 
crisis is ex traordinary. The Japan ese on many occasions have signalled th at  import 
restrictio ns would be in the long-term best inte rest  of both  countries.

ja pa n’s appeals

As recently as two weeks ago, Minister Tan aka  of MITI a ppealed to the  J apane se 
auto  indust ry “to hold its exports to the United  State s down to a year-ago level by 
November * * *. They (Toyota and Nissan) should control the ir exports, especially by 
fully taking into account the need to mainta in friendly trad e relat ions between 
Jap an and the United States from a  long-range viewpoint.”, he said.

Only last  week, the Japan ese embassy called my office with a clarifying s tatem ent 
from MITI that:

“For some time, MITI has asked Jap anese auto man ufac turer s to exercise pru
dence in the ir auto exports to the U.S. In the  judgm ent of MITI, the  need for 
exercising such prudence is increas ing lately. Therefore, it is the  hope of the MITI 
that  the effect of the MITI request for exercising such prudence will be visibly 
shown in the  statistics of auto exports to the  U.S. in September and October.”

Second, bilateral negotiations on impo rt limits would not unde rcut  other proce
dures for remedy established in U.S. tra de  law. The ITC investigation of injury 
would proceed in response to the  UAW and Ford Motor Company Section 201 
petitions. A formal finding of injury  should precede uni late ral action by the U.S. 
government, but there is no reason to delay bila tera l talks between willing tradi ng 
partners.

Third, turn ing back the flow of imports by 500,000 units  would ret urn  70,000 to 
100,000 Americans to work. And s ince U.S. car makers now have idle capacity for 1 
million domestic cars tha t have a fuel efficiency gre ater tha n 20 mpg, many con
sumers might be a ttrac ted to buy these cars  if imports were reduced. Therefore, the 
reduction in imports should be at  least 500,000 and perhap s 1 million units.

Fourth,  if imports were r estricted now, consumers who m ight delay the ir decision 
to buy a new car would still be in the ma rke t for a car in the  futu re when the  U.S. 
manufacturers  will have available a selection of the ir new front wheel drive, fuel 
efficient models.

Fifth, because we have already  permitted this surge in imports to occur, Ameri
can taxpay ers have had to incur costs total ling  $2.1 billion in lost revenues and 
increased spending for trade  adjus tment assistance, unemployment insuran ce, and 
other income security programs. Mr. Chairm an, I would like to share with you our 
staf f analysis on this point and I ask th at  it be inserted  in the record following my 
remarks. Our estimates  are conservative because they reflect first  year  costs to 
American government alone. This is a case where we wake up to lear n that  doing 
nothing  has cost us a g reat deal indeed.

Mr. Chairm an, the  U.S. auto crisis requires a balanced set of public policies tha t 
will help the  domestic industry regain its competitive lead in world marke ts. Regu
lations, tax policy, and direct support for automotive  research and development 
must be made more coherent. National policy must be directed toward long term 
strength.

It is clear, however, t ha t long te rm measures cannot succeed unless we limit the 
damage th at  is now being done. And moderate, tempo rary limits on auto imports 
are  th e only effective way to limit tha t damage.
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H. CON. RES. 363  AN D S. J.  RES. 193

H. Con. Res. 363 would urge the  President to begin negotiations with the  Jap a
nese government to limit imports temporarily . This should be done.

I should call to your atten tion tha t discussions in the  Senate several weeks ago 
uncovered th e fact tha t the President’s abili ty to conduct such negotiations may be 
clouded by uncertainties  in the U.S. law. It is still  feared by some that, unless there  
is specific Congressional authorization, partic ipant s in such negotiations could be 
exposed to lawsuits under the  Sherman Anti- trust  Act. Discussions with the Jap a
nese have been delayed by this legal controversy. I believe it is preposterous for the  
U.S. government to be mired in such a debate when so much is at  stake.

I still have my doubts as to whether U.S. law precludes action now. But to clear 
the air  I introduced S.J. Res. 193, a resolution that  would have the force of law and 
would remove any legal impediments tha t may preven t th e President from negotiat
ing with a willing tradin g partner to arrive at  a volun tary res tra int  agreement or 
an orderly marketing arrangement to reduce auto imports to acceptable levels.

S.J. Res. 193 now has strong b iparti san support in the  Senate with 31 cosponsors.
A companion measure, H.J. Res. 598 has been introduced in the House by Con

gressmen Albosta, Brodhead and Brademas. It has been referred to the Ways and 
Means Committee and has 38 cosponsors.

S.J. Res. 193 builds on the  precedent of Section 204 of the Agricultura l Act of 
1956, which has been used by every President since President Kennedy to conduct 
textile trade negotiations.

I ask tha t a copy of S.J. Res. 193/H.J. Res. 598 be included in the record at this 
point with a section by section analysis.

I respectfully urge members of this  committee to suppor t H. Con. Res. 363 and to 
join in support of H.J. Res. 598 so that  further  damage to the U.S. economy may be 
avoided.

Mr. Mica. Thank you, Senator. Let us proceed to Mr. Blanchard.
I might note, I was not aware of your previous service on this  

committee, and it ’s good to know the re is a future  on this  commit
tee.

Sena tor Riegle. It was this cha ir right down here. [Laughter.]
Mr. Mica. Mr. B lanchard.

STATEMENT OF HON. JAMES J. BLANCHARD, A REPRE
SENTATIVE IN CONGRESS FROM THE STATE OF MICHIGAN
Mr. Blanchard. Tha nk you, Mr. Chairman, members  of the  

committee.  I’d like to ask permission to put  my ent ire  sta tem ent  
into the  record and therefore summarize.

Mr. Mica. Without  objection, your sta tem ent  will be ente red into 
the  record.

Mr. Blanchard. First, I wan t to commend Congressman Pursell 
for his initia tive  on this mat ter.  I th ink  my colleagues have already 
outlined the  kinds of b illions of dollars  and leadt ime required for 
the  U.S. auto industry to retool and downsize automobiles.

national security

I wan t to underscore what Don Riegle said, which is that  the 
auto  indus try, like it or not, is vita l to our national security; not 
because it produces cars, but  because it ’s r eally the machinery, the 
engine  that  drives a num ber  of basic industries . You can’t jus t 
crank it up and  crank it down without an enormous amount of 
leadtime.

It is importa nt to our national security and to tens of thousands 
of people whose livelihoods depend on it.

The auto industry is very simply reap ing windfall losses for the 
same reason the  oil industry is reaping  windfall profits, and th at  is 
a radica l shif t in the  demand and pricing and allocation of oil.

7 1 -0 2 8  0 - 8 1 6
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It is a national  problem. In the case of Chrysler, which was going 
broke, in an effort to borrow to retool, we answered. We answered 
it was in the  national inte res t to help that  company, and it would 
appea r that  company is going to survive, and survive amid st great 
odds.

Now, in the  meantime, during this retooling, we are  all aware 
that  the share of the imports, par ticu larly Japanese , of our  m arke t 
has skyrocketed. Others  may not be aware th at  for years the 
Government of J apa n helped cultivate  a strong  and hea lthy  auto 
industry. They made deals and arrangements  all over the  world to 
limit exports  and imports, to carefully develop that  industry, 
whether it be in Italy or France.

They have made arrangemen ts with other count ries far  more 
strin gen t tha n what  we are  discussing in Congressman Pur sell ’s 
resolution. The problem is in the  next 2 or 3 y ear  crisis period, if 
our companies don’t have a reasonable recovery, we may have a 
perm anen tly weakened auto  industry,  if not extinct in some cases. 

FORM OF RESTRA INT

My guess is that any form of restr ain t—and we would hope it 
would be sensitive, diplomatic and  voluntary, I think th at ’s the 
mer it of th is resolution—some form of r es tra int  is not necessarily 
going to force or mean that  Americans will immediately buy 
Chrysler, General Motors, or Ford products. But it would appear 
with the new cars coming on line , some form of res tra int will affect 
the pace of recovery—the re will be recovery, we all know—it will 
affect the  strength and pace of the  recovery lat er this year and 
early next year, and th at  may make  all the  difference in the  world 
for a heal thy indus try downstream.

Now all this  is well and good. We are  from Michigan, we are 
vitally affected, politically, of course, as well as economically. The 
Grea t Lakes areas are affected as well, b ut the re is something else 
that  has to be restated, and I know it sounds self-serving, but we 
recognize that  Jap an is our most imp orta nt ally in the  North  
Pacific. They have helped us in buying  g rain  recently  a nd suppo rt
ing us in the  Olympic boycott, and  in many, many instances. As I 
understand it, they have suppor ted us at  the  United Nations, and 
there are  precious few countries t ha t have stood wi th us.

GOOD UNITE D ST AT ES -JA PA NE SE  RELATIO NS

We have an important and genuinely good rela tionship  with 
Japan. If we have such an imp orta nt ally— which, by the  way, has 
a greater balance of t rade deficit with  us tha n the  Saudis—being 
perceived as well as realist ically , I think , viewed as having contrib
uted to major amounts  of unem ployment, I t hin k it would do great 
harm  to our alliance. I th ink  i t would be very difficult to explain to 
workers all over, whe ther they be in Michigan, Ohio, Pennsylvan ia, 
that  we ought to have a foreign policy that  encourages alliances 
and open trade and foreign assis tance  to our allies, when this  kind 
of activity occurs.

So I think  rather  tha n run  the  risk  of any more resentment, 
which is building, by th e way, ve ry rapidly in the  industr ial heart 
land of our country, and ra ther  tha n wait for the  Congress next



77

yea r or the  yea r lat er to take  some sort of har sh action which 
would perhaps be foolish in terms of trad e policy, in the  form of 
quotas or legislative  limita tions,  the  wisest course is to encourage 
now our Pres iden t and the adm inis tration to pursue some negot ia
tions, to work ou t some form of vo luntary limita tion.

There is a precedent for it, it can be done. I am  t ired, and I th ink  
e  all of us are tired, of hearing  what  we can’t do. There  is a prece

dent for it legally. It can be done, and it will not only be in the 
short -term inte res t of many, many people and jobs and our balance 
of trade,  but  I also believe in the long-term inte res t of our  foreign 

a  policy, we are  finding it extrem ely difficult. Even today we are
going to be voting on contribu tions  to  the IMF, and we are going to 
be talking about  shares to the  World Bank and the  foreign and 
mili tary  assistance. It ’s going to be extremely  difficult to support 
and susta in in our coun try with our people an enlightened,  long- 
range foreign policy th at  doesn’t include  compassion for our own 
people.

I think this  committee  unde rstan ds tha t, and I would urge action 
in the  Congress.

Thank you for hea ring  me out.
[Mr. Blanchard ’s prepared sta tem ent  follows:]
Prepared Statement of Hon. J ames J. Blanchard, a Representative in 

Congress From the State of Michigan

Mr. Chairman, I appreciate the opportunity to testify on the issue of U.S. Japa
nese t rade relations, specifically, on House Concurrent Resolution 363 of which I am 
a cosponsor. I believe that  the various issues involving U.S.-Japanese economic 
relations have crucial long t erm  as well as short  term significance.

Japanese auto imports and the ir effect on the American auto indus try have 
become a controversial and much discussed topic. As is frequen tly the case when a 
part icular segment of American society is directly  affected by a problem, issues 
become cast in simplistic “us versus them” terms. So it is said that  the  Japane se are 
responsible for the economic downturn in our domestic au to industry, or conversely, 
that  the U.S. auto industry can only blame itself  and its own poor management for 
the  current slump in auto sales. Unfortunately, the  issue is not that  simple, and I 
am concerned that  both the important  questions and the  need for action are  being 
buried by a barrage of slogans t ha t have polarized, politicized, and regionalized this 
issue.

NATIONAL IMPORTANCE

The fact is, trad e relations with the Japanese  and the heal th of the American 
auto industry  are  mat ters of national importance. There is no question about the 
vital role tha t the American automobile indus try plays in our nationa l security. It 
drives and sustains our basic indust ries such as copper, rubber, steel, etc. There is 
no question about the impact that  the auto indus try has on the number of available 
jobs in this country. Various estima tes calculate tha t one out of six jobs directly and 
indirectly are related to the auto industry. And there is no question about the  need 
to maintain a close and cooperative relationship with our Japanese  allies. They are

•  our most importan t allies in the North Pacific.
That  is why I thin k that  House Concurrent Resolution 363, or something similar  

to it, represents the  most workable and effective course of action tha t we can take 
to solve the Japanese  trade problem. It merely calls upon the President to begin 
negotiating  a temporary res tra int  in the exportation of automobiles to the United

• States. Needless to say, this  is far preferable to legislatively mandated quotas or 
restrictions.

The problem, as you know, is that  American companies are not yet equipped to 
produce enough fuel efficient cars to compete fully with the Japanese. The major 
reason is the radical shift in the  allocation and pricing of oil from a  loose marke t to 
a stric t cartel and the eventual decision in this country to begin decontrolling the 
price of oil. The U.S. auto companies are reaping windfall losses for the same reason 
that  the U.S. oil companies are  reaping windfall profits. While there is plenty of 
blame for the cur ren t situa tion to go around, it is now clear that  U.S. auto compa
nies are investing many billions of dollars and moving as quickly as possible to
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retool plants for the production of new fuel efficient cars. But most indus try ana
lysts believe that  there  will be at least a two to three year  period of transition 
before our indus try is geared up to effectively take on the Japanese.

TAKIN G AD VA NT AG E OF U.S . IND USTRY

Increasingly, the perception, if not the reality, is that  the Japanese  are  trying  to 
take advantag e of this trans ition  period in the American indust ry by producing 
more cars tha n ever before for export to the United States. Jap an has pursued a 
conscious governm ent policy to cultivate and develop the ir own auto industry over a 
period of years, with substantial  government assistance  and cooperation. In ju st two 
years the Japa nese  share of the U.S. market has increased from 12 to 20 percent, 
and indications are tha t the Japanese  are planning to fur the r expand the ir produc
tion over the  course of the next few years, with the  U.S. market serving as their  
exclusive targe t. The Japanese have encountered trad e restric tions in virtually 
every o ther country  in the world where they  currently  send auto exports, and they 
have been willing to work out agreeme nts with those countries on tr ade  restrictions. 
They have now turned to the massive and especially vulnerab le American marke t 
during this time of rebuilding by our domestic manu factur ers to step up their  
export sales. Japan ese workers are  now working overtime to produce greater  num
bers of cars for export to the U.S. while, as you know, one thi rd of U.S. auto 
workers are on lay off.

In addition to the obvious sh ort term problems facing our  domestic a uto industry, 
the  impact of the  curr ent Japanese  auto  trade problem could become more far- 
reaching in term s of both economic and foreign policy in t he long run.

Allowing the  Japane se free reign durin g our indu stry’s c urr ent  tran sitio n period 
could inflict permane nt, or at  least long lasting damage on the American auto 
industry, and in turn , on the  American economy. Of course, we all know th at  the 
purchase of a car is the second largest inves tment  that  most people make in their  
lives. In many cases the purchase  of a par ticu lar company’s product becomes tradi- 
tionalized by people or by whole familes. I am sure you are fami liar with the 
common phenomenon of the family who over generati ons has preferred one p articu
lar  car  manufacturer over anoth er. Historically th at  has always been a major factor 
that  influences the choice of w hat kind of car  a person buys—and what his sons and 
daughters will buy as well. This  is something which is im porta nt to remember when 
considering th e long term  impact of allowing the Japanese  to gain the foothold they 
are after  in our market. Certain ly our companies will be able to more effectively 
compete in thre e years, if they can stay  alive th at  long in some cases. But even 
then, Japa n’s head sta rt will leave our companies at a marked  disadvantage, if not 
in a perma nently  weakened condition.

This will weaken our n ation al security. This will weaken our job market. And this 
will subs tantially increase joblessness and the cost of welfare.

RES ENTMENT FOR JA PA NE SE  TRADE POLICIES

It is also important, to realize that  growing resen tmen t for Japa nese  trad e poli
cies could become a thr eat to overall relations with Jap an if people continue to 
perceive t ha t the Japan ese have some responsibility for the level of unemployment 
in the U.S. auto industry. This will not only weaken American attit ude s toward 
alliances with other  countries, but also toward assistance to our friends around the 
world. Some may argue, in the  short run, there could be some energy savings with 
more Japanese  cars on our highways, and th at  intense Japanese  competition will 
help keep prices lower. But I do not believe that  people are  willing to trad e off the 
long term  benefits of a viable healthy domestic auto industry, employing directly or 
indirectly one out of every six people in this country, for short  term  energy savings 
tha t might resul t from more Japan ese cars in the  American market. And while th e 
Japanese have been helpful to us on the  internat iona l front, the ir efforts will ring 
hollow in the minds of thousands of Americans who believe th at  they  have perma
nently  lost th eir jobs as a resu lt of the Japa nese  taking  unfa ir advantage of the U.S. 
market.

We cannot allow short term, short-sighted considerations, however valid, to result  
in: perm anen t damage being done to a vital American industry, the  possible loss of 
thousands  of American jobs, a nd the  possibility of damaged future relations with an 
impo rtant  American ally in the Western Pacific.

MIXED SIG NAL S FROM THE ADM INIS TRATION

It is my understanding that  the Pres ident could act now to seek a resolution of 
this problem through a negotiated agreement  with the Japane se. We have received
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some mixed signals from the Administ ration regarding the possibility of seeking a 
temporary res trai nt of exports agreement with the Japanese.

Firs t the Administration  indicated tha t any such negotiations with the  Japanese  
would resul t in infractions of U.S. ant itrust  laws. Then, when legislation was 
introduced in Congress to change those laws to  make it possible for such action to 
take  place, tha t legislation was referred to by the  Administ ration to substantiate  
the ir argum ent tha t there  was in fact a problem with ant itrust  laws.

The purpose of House Concurrent Resolution 363 is to encourage the  President to 
« take action now through administra tive means rather  than seeking to change long

established ant itrust  laws tha t have questionable relevance to h is ability to address 
this problem. Besides, we need to act now, not in a few months or a few years. 
Failu re to act will not only cause greater economic harm in the short  run  b ut could 
resul t in far more disastrous long term  consequences. The strength of economic

•  recovery in the domestic auto industry may well depend on some limita tion of 
Japanese  imports into the  United States. Just as importantly, however, the  long 
term alliance between the  United States and Japan will weaken if not be under
mined by a failure  to amiably resolve this important problem.

Mr. Mica. I thank the gent leman from Michigan, Mr. Blanchard, 
and I might  ju st say, I have noted in the  pas t when you and your 
colleagues from Michigan put  your mind to focusing a tten tion on a  
subject, you usual ly are  very successful.

We will continue with  our colleague, Mr. Davis from Michigan.
STATEMENT OF HON. ROBERT N. DAV IS, A REPRESENTATIVE 

IN CONGRESS FROM THE STATE OF MICHIGAN
Mr. Davis. Thank you, Mr. Chairman.  I would like to subm it my 

wri tten  statement. Many things I am going to comment on have 
been covered so much of wh at I would say would ju st be an embel
lishm ent on what some of the other members have to say.

As you can see, we from Michigan are  very interested in solving 
this  problem on a biparti san  basis. We note th at  when the  res t of 
the  country has a recession, the  res t of the coun try catches  a cold, 
and we in Michigan catch  pneumonia.

IRON ORE MI NE S

If you look a t our employment rates all over the  State of Michi
gan—I represent 42 percent of the  State in the  northern  part , 
where we are  sparse ly populated,  but  we do depend heavily upon 
the  automobile indus try. Ninety percent of al l the  iron ore th at  is 
produced in the  Uni ted State s comes from two States: Michigan 
and Minnesota . And the  iron ore mines, of course, are  in my 
congressional distr ict, as well as th e copper mines.

We have two iron ore mines, or ha lf of our tota l work force of 
2,000 people, laid off right now as a direct result  of the  automobile

• imports from Jap an  and other countries. So we are very concerned 
about a lot of small plants  in my congressional distr ict th at  pro
duce par ts for the automobile indust ry.

This partic ula r resolu tion is self-explanatory, and the  language
• in it very precisely defines wha t ought  to be done. I would like to 

comment—and we al l recognize t ha t the  past resolution and negoti
ations by our Pre side nt on behalf of this  coun try alone will not 
solve the problem.

I’d like to comment on ju st very quickly of oth er things , I think, 
which should be done. The domestic automobile industry  has been 
inves ting billions of do llars in meeting new consumer demands for 
smal ler, more fuel-efficient cars.
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General Motors alone has invested more than  $20 billion since 
1974, and has a $40 million worldwide program underway to com
pete effectively in the  world automobile market.  The othe r U.S. 
automakers have extended themselves simila rly.

It is essent ial, therefore, th at  the  United States ma inta in an 
envi ronment in which these  inves tmen ts can be maximized and the 
U.S. automobi le industry can compete fairly  and effectively with 
its world coun terparts.

FEDERAL GOVERNMENT CONCERNS

In this  regard, the  Federal Government, in my opinion, must 
address three areas  of policy:

First,  the  U.S. tax  stru ctu re mus t be modified to encourage capi
tal formation, resea rch and development, specifically a refundable 
inves tment tax  credit, as recently  advocated by the  adm inis tration 
should receive prompt  and serious consideration by Congress.

In addition, acceleration of depreciation allowances for capita l 
assets is necessary  to promote economic productivity. In other 
words, we must place p roductivity  among the  highest prior ities  and 
modify the  ta x code accordingly.

Second, we have learned th at  only limited results  could be 
achieved throu gh regulation.  Thus, we m ust become more aware  of 
the economic, social, and politica l costs of regulation , and create  
more alte rna tive  means  by which to accomplish our social and 
political goals.

If an objective can be achieved administrative ly, ra ther  tha n 
through generic regula tions, such an approach must be taken.

In addition, existing regu lations need to be scrutinized and elimi
nated whenever it is determ ined  th at  they  do provide only negligi
ble results.

For instance, both General Motors and Ford have submitted  l ists 
of regulations which could be modified, eliminated, or made admin
istratively. These recomm endations deserve immediate considera
tion.

Third, it is essential to estab lish an underst and ing with the  
Japa nese Government, that  the hea lth  of the  U.S. automobile in
dustry is of mutual concern to both the  United Sta tes and Japan.

I request that  th e balance of my tota l rem arks be inse rted  in the  
record.

Mr. Mica. Without objection, your remarks will be inser ted in 
the record at this point.

[Mr. Davis’ prepa red sta tem ent  follows:]
Prepared Statement of Hon. Robert W. Davis, a Representative in Congress 

From the State of Michigan

Mr. Cha irman and Members of the subcommittee, I apprecia te this opportunity to 
testify before you today and to express my concerns about the  effect of automobile 
imports on the economy of the United States.

As a Member of the House Auto Task Force, I have been actively involved with 
efforts to assure the future viability of the  United States automobile industry. 
Earli er this week, for example, the Task Force held a hearing  on the Japanese 
automobile import problem, and I would like to share some of the cogent points 
raised during th at hearing  by various concerned parties.

We are all aware of the growing presence of Japanese  automobiles in the Ameri
can marketplace. Imported automobiles now consti tute 28 percent of U.S. auto-



mobile reta il mark et shares. Only four years ago, this  share was alm ost half, or 14.4 
percent.

In terms of lost jobs, the AFL-CIO’s Industria l Union Department assert s th at  
almost one million jobs have been lost in large par t due to auto imports. One thir d 
of these  jobs lost are directly associated with automobile assembly, while the  other 
two-thirds a re related  to supplier industries. This lat ter  portion repre sents  only part 
of the  “trickle-down” effect of the  decline of the U.S. automobile industry. And it is 
this effect which most directly concerns me and my District. Already, two Ford 
Motor Company parts  suppliers have closed the ir plants in my District. Two iron 
ore mines have closed due to the lack of dem and for steel, which, of course, is an 
essential ingredient in automobile manufacturing. Untold hundreds of other jobs 
have been lost in  my Dis trict because of the automobile indust ry situation. In short, 
one of every six American jobs is somehow relate d to the heal th of th e automobile 
industry. No Member’s District  is saved from this situation.

Meanwhile, the domestic automobile indus try has been investing billions of dol
lars in meeting new consumer damands for smaller, more fuel efficient cars. Gener
al Motors alone has invested more than  $20 billion since 1974 and has a $40 billion 
worldwide program underway to compete effectively in the  world automobile 
market. The o ther U.S. a uto makers  have extended themselves similarly.

MA XIMIZIN G INV ESTM ENTS

It is essential, therefore, th at  the  United  States mai ntain  an environment in 
which these investments can be maximized and the  U nited States  automobile indus
try  can compete fairly  and effectively with its world counterparts.

In this regard, the Federal  Government must address three areas of policy. First, 
the U.S. tax stru ctur e must be modified as to encourage capital  formation, invest
ment and researc h and development. Specifically, a refundable  inves tment  tax 
credit, as recently  advocated by the Adminis tration, should receive prompt and 
serious consideration by Congress. In addition, acceleration of depreciation 
allowances for capital assets is necessary to promote economic productivity. In other 
words, we mu st place productivity among our highest priorit ies and modify th e Tax 
Code accordingly.

Second, we have learned th at  only limited resu lts can be achieved through regula
tion. Thus we must become more aware of the economic, social and political costs of 
regulation, and create  more alternat ive means by which to accomplish our social/ 
political goals. Flexibility is the key. I f an  objective can be achieved admin istrat ive
ly, rather  than  through generic regulation, such an approach must be taken.  In 
addition, existing regulations need to be scrutinized and eliminated whenever it is 
determined that  they provide only negligible results. For instance, both General 
Motors and Ford Motor Company have submitted lists of regulations which could be 
modified, eliminated or made administ ratively. These recommendations deserve 
immediate consideration.

Third, it is essential to es tablish an understand ing with the Japa nese  government 
that  the health  of the United  States  automobile indu stry is of mutu al concern to 
both the United States  and Japan. Primarily, we m ust avert an explosion of protec
tionist  policy which could re sul t from u nres train ed Japa nese  imports of automobiles 
into the United States.

The factors which have contrib uted to the present crisis in the American auto
mobile indust ry are multifarious. While the 1974 OPEC oil embargo suddenly 
changed American automobile demands, Japa nese  and Europea n auto makers al
ready were manufactur ing small cars due to several mar ket conditions which did 
not previously exist in the United States. Consequently, the  volume of imports into 
the  United States surged. And because of our trad e policies which encourage the 
free flow of products across ou r borders, this surge remained unabated.

RESOLVING DIF FERENCES

However, not all of our trad ing part ners  are as receptive to free trad e as the 
United  States. As a result of severa l policies, the prices of Ja pane se imports into the 
United  States can be unde rstated and the cost of American exports to J apa n can be 
overstated. It is in the  inte rest  of all partie s to resolve such differences before a 
round of retal iator y restric tions is launched.

In this  regard, we m ust approve H. Con. Res. 363, gran ting  t he President authori
ty to negotiate with the Japanese government  a temporary res trai nt of Japan ese 
automobile imports into the United States. This resolution must leave no doubt as 
to the  autho rity of the  P resid ent immediately to embark  on such a  mission.
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It should be noted tha t such a mission is not unprecedented. Orderly marketing 
agreements have been signed in the past with the  Japanese regarding the exchange 
of goods and services. Voluntary  res tra int  agreements also are established policy.

As for the  Japanese, it is in thei r best interest to rest rain  the ir automobile 
exports to the  United States. Primarily, they will continue to nur ture sound politi
cal and economic relations with the United States and avoid more costly protection
ist forces. By providing temporary brea thing space for the  American automobile 
industry, it will assure a heal thy U.S. marketp lace in the  future for continued 
strong t rade  ties. ►

In conclusion, three  points must be kept in mind with regard to providing an 
environment in which the future viability of the American automobile industry and 
of the U.S. economy can be assured. First , ability of market to solve economic 
problems must be understood and emphasized in establishing public policy. Second, 
policies established in relation  to securing the  continued success of the American •
automobile industry must be temporary, again relying on market forces to solve 
long-term situations. And third , we m ust avoid increasing protectionism and encour
age volun tary remedies to our  short-term problems.

Again, it h as been a privilege to testify before your Subcommittee.
Mr. Mica. The  subcommittee’s inten tion is to continue with  the 

witnesses unti l all have been heard, and then we will take ques
tions.

Having said tha t, I would like to defer to the cha irman for whom 
I am filling in. I unders tand  th ere  may be a comment.

Mr. Wolff. Thank you, Mr. Chairman. I jus t w ant to apologize to 
my colleagues for no t being here  at  t he opening of the session. We 
were over at  the White House for the  signing of ano ther trade 
agreement. We have gotten  an agreement with the  Chinese now.
Now maybe we can get an agreement with  the  Japane se on this.

But in addition to tha t, we are in the  midst  of trying to bring 
some order out of the problem th at  has been created by the  sen
tencing to death of Kim Dae Jun g in Korea, and trying to appeal to 
the  Korean Government for compassion, and trying to reverse such 
sentencing. So that  I want to apologize again  to you, but I have 
been t ied up.

I wa nt to congratula te Mr. Mica for his excellent handling of the 
session he re today.

Mr. Mica. Thank  you, Mr. Chairman.
Mr. Wolpe.
Mr. Wolpe. Thank  you. Before we turn  to Mr. Pease’s testimony,

I would like permission to en ter  into the  record a sta tem ent  sub
mitted by Senator Levin, affirming his support for the  legislation  
before us, and indica ting his perception of the  absolute urgency 
with which the situa tion facing the  automobile indu stry  must  be 
regarded.

Mr. Mica. The subcommittee accepts the  s tate ment from Senator 
Levin, a nd at  this time will be placed in the  record, without objec
tion. *

[Senator Levin’s stateme nt follows:]
Statement of Hon. Carl Levin, U.S. Senator From the State of Michigan

Mr. Chairman, I regret that  I cannot be with you today but I appreciate your 
kindness in accepting this testimony. It seems clear to me that  the key to our 
economic recovery rests with the auto industry. We simply cannot have a healthy 
economy when our basic industries are sick. And they are  sick today—and we need 
to take action to make them well.

I have always held that  no single course of action should be viewed as The 
Solution to the  problems confronting the  industry . There is no magic answer. But 
the  fact that  any one act, in isolation, does not solve the total ity of our problems 
ought not be viewed as a reason to stand idly by and watch the  indus try disappear.
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In that  context, I strongly support the legislation you have before you today. I 

would, I am frank to  admit,  rather  see such a  Resolution modeled after  S.J. Res. 193 
which Senator Riegle and I have introduced. But I support  th is legislation because I 
believe it  will help us focus at tention on a  cr itical area of action which we can take 
today.

So many of our solutions address the long-term needs of the industry—its ability 
to generate capital, its ability to comply with new regulations, its ability to deal 
with productivity problems. But this resolution specifically addresses the one issue 

« we can do something about now: Japane se imports.
I thin k that  a fair reading of th e initia l staff  repor t released last week by the 

Inte rnat iona l Trade Commission would indicate that  imports have, in fact, been a 
cause of substantia l injury to domestic producers. And I also think that  a fair 
reading of reality would indicate that  unless we deal  with tha t problem now we face 

C the prospect of losing a good deal of our market forever to those imports, no matte r
what action domestic producers take to get small, fuel-efficient cars on the market .

Our problem, then, is essentially  a problem of timing: how do we protect the 
industry for the few addi tional years that  they requi re before they have a full line 
of fuel-efficient cars on the  market? I t hink the answer  to tha t question is obvious: 
we need to take action to rest rict the  number of imports which come into this 
country.

I know th at  there are  honest differences of opinion about how and when we ought 
to seek to accomplish this goal. But I do not know of any reason which would 
prevent  us from exploring all available options righ t now. And that  is precisely 
what this legislation asks us to do—to explore some of the available options.

I do want to make one additional point, Mr. Chairman. I believe one of the 
problems we have had in getting  res tra int  on the  pa rt of the  Japanese  comes from 
the fact that  we have been unable to speak with  one voice on the issue. The 
Japanese are  in an enviable market position. In order to get them  to move back 
from th at  position, we need to have a coherent and consistent  and tough negotiating 
stance. And we simply have not had tha t. For reasons which honestly escape me, 
this Administration  has been reluctan t to push for reasonable trad e policies and 
responsible import levels. I ju st do not believe that  we can allow the President to 
continue on his cur ren t course without challenge. That , for me, is what this legisla
tion is about—an atte mpt to persuade the  P resident to recognize his responsibility. I 
would like to see the Congress go even fur the r tha n tha t and I hope that  we will. 
But as a beginning, this  is a  good piece of legislation, a needed piece of legislation, 
and a piece of legislation that  I support and hope the Congress will have an 
opportunity to act on shortly.

Mr. Mica. Mr. Pease.
STATEMENT OF HON. DONA LD J. PEASE, A REPRESENTATIVE 

IN CONG RESS FROM THE STATE OF OHIO
Mr. Pease. Tha nk you very much, Mr. Chairman. It ’s a pleasure 

to appear before thi s distinguished  group of th e subcommittee and 
to suppo rt House Concurrent Resolution 363 and a similar resolu
tion which I in troduced, along w ith 16 of ou r colleagues.

These concurrent resolu tions make clea r the  Congress very 
strong and widely held feelings on the automobile aspects of Japan- 
United Stat es trade  in par ticu lar,  but  these subcommittees are to 
be applauded for the hear ings  this  week on the  ent ire  spect rum of

* trad e between o ur two countries.
I wan t to underscore  for the  subcom mittees today wha t I consid

er to be the  extreme seriousness of the Japa n-United States trad e 
situa tion in both hum an and economic terms; but  first, an initial

* observation:
EFFECTS IN  DISTRICT

My Ohio d istr ict is affected in at  least  two ways by the  s ituation. 
Some of o ur industr ies—I can think  of four—rely very heavily  on 
the  export marke t sales and for providing jobs to our consti tuents .

On the  other hand , other major employers, like the  Big Three 
autom akers , United States Steel and American Shipbui lding Co.
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and others , are  di rectly affected by th e importation of automobiles, 
steel and ships.

This divergence with in my own dist rict makes me aware  tha t the 
problems that  the subcommittees are  addressing today and any 
hopeful solutions are  not a simple mat ter. Often wha t would help 
one industry  simultaneously  would affect and work to the  disad
vantage of another  company. Because both the  symptoms we see *
now and the solutions to the  problems stra ining United States- 
Jap an economic t ies are  complex, we m ust be sure  th at  our exami
nation of th e situa tion is both thorough and complete. But I hope 
the  subcommittees can, aft er these  hear ings  and deliberations, »
make some positive recommendations to both countries.

I would thin k the  passage of House Concurren t Resolution 363 
would be a  good s tart in the right direction.

UNE MPLOYMENT RATES

I thou ght it might be helpfu l to indica te that  the  deficit with 
Jap an  in trade is causing rea l suffering in my const ituen ts, as I 
know i t is in other districts . My 13th Congressional Distr ict of Ohio 
borders  Lake Erie for 70 miles west of Cleveland. It has  the highest 
unemployment rate s in the  State of Ohio. While the  U.S. unem 
ployment rate is 7.8 perc ent—and th at  is too high—Ohio’s rat e is 
9.7 percent.

However, thre e counties th at  are  included in my distr ict have 
unemployment rate s of 17.8 percent; 17.6 percent; and 14.8 percent.
In all three counties, thousands of my cons titue nts who work at 
assembly and component par ts plants of Ford, Chrysler and Gener
al Motors have been laid off indefini tely, or had the ir working 
hours  cut back. Many of my cons tituents have exhausted all of 
the ir unemployment  compensa tion benefits, which many more are  
on th e brink.

The severity  of the  auto  industry  slump is also borne out in 
stat istic s for the  State of Ohio and for region V, the  Midwest, 
regarding  tra de assistance for laidoff indus tria l workers.

TRA  BENEFITS

In ju st the first  3 months of this  fiscal year, $63 million was pa id 
out in TRA benefits in Ohio alone, with  more than  $300 million 
spen t on TRA benefits in all of region V.

Requests for TRA assistance soared to 57,800 in Ohio, and to 
320,000 for a ll of region V in those first  three quarters  of the  year. •

The Department of Labor has been deluged with  a 2,200-percent 
increase in requests  for assistance in the thi rd quart er of this  fiscal 
year,  in comparison with the  thi rd quarter of fiscal year  1979.

It is little wonder, Mr. Chai rman , that  bumper stickers reading •
“Unemployment—Made in Ja pa n” are  now commonplace.

Such feelings should impress upon us that  t he time  has come for 
a las t ditch effort to find an effective approach to deal with the  
damage being done to our auto  industry by steadi ly rising sales of 
imported J apanese  cars.

Nobody wants  a trad e war  with Japan,  especially when our 
political  and mili tary  t ies remain sound, b ut we cannot  continue  to
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sit by and witness  the  crippling of a basic indu stry  that  directly or 
indirectly  provides jobs for one ou t of every six Americans.

You have heard the  stat istic s about  the  growth  in imports from 
Japa n over the  past  couple of years, and you know that  penet ra
tion is contribut ing to the  plight of more tha n 250,000 American 
autoworkers who are  curre ntly  ou t of work.

FINANCIAL HARDSHIPS

Similarly, the  dram atic  increase in imported cars is imposing 
severe financ ial hard ship  upon the  thr ee  largest U.S. auto  manu
factu rers. Chrysler would be filing bankrup tcy,  were it not for 
Federal loan guarantees. Ford has lost millions of dollars, hundred s 
of millions of dollars, in the  firs t two qua rters of 1980, and is 
cutt ing capita l spending  p lans which are  essential, if we are ever to 
get out of this  mess, by 19 percent in North America through 1984. 
And even General Motors experienced a 58-percent decline in earn
ings for the  fourth  q uarte r of 1979.

Mr. Chairm an, I do not  a t this time h ave a partic ula r solution to 
propose, aside from urging passage of the  resolutions before us. I 
know that  some members of t his committee will be leery of h ard 
line positions such as import res tra int s on a sta tutory  basis, but  
those who believe in free trade policies as being in our country ’s 
best interest—and I gene rally  do—will be forced to abandon our 
support if conditions continue as they  are, or decline to an even 
worse si tuation in the  fu ture.

Many Members of Congress are  already prepared  to take  bold 
action to redress the  United Stat es-J apan trade imbalance because 
they  have concluded the  American free trade att itudes  are  being 
used to u nfa ir advantage.

Some positive action mus t be taken if our auto  industry in par 
ticu lar  is to be spared per manen t harm. Now while  a delegation of 
Japanese automobile manufactu rers  is here in America, it is the  
opportune time for Conress to send a direct message to government  
and business leade rs in Jap an, and to provide Pres iden t Carter 
with  some negotiating  tools to find a solution soon, or put  th em on 
notice that  Congress is likely to mandate a legislat ive solution  in 
the  form of import quotas.

I th ank you very much.
[Mr. Pease’s prepared  s tatement  follows:]

Prepared Statement of Hon. Donald J. Pease, a Representative in 
Congresss From the State of Ohio

Mr. Chairman, I am gratefu l for the opportunity to testify before these subcom
mittees in support of H. Con. Res. 363 and a very similar resolution I int roduced (H. 
Con. Res. 380) along with 16 of our colleagues. These concurren t resolutions make 
clear the  Congress’ very strong and widely held feelings on the  automobile aspect of 
Japan—United States  trade in particular. But these  subcommittees are to be ap
plauded for the  hearings this week on the  entire  spectrum of trad e between our two 
countries.

I want to underscore the  extrem e seriousness of the  Japan-U.S. trad e situat ion in 
both human and economic terms; but first an initia l observation. My Ohio District 
is affected in at least two ways by the situation: Some of our indust ries rely on the 
export market for sales. On the  other  hand, other major employers like the  big 
three auto manufacturers, U.S. Steel, and American Ship Building Co. are directly 
affected by the importation of automobiles, steel  and ships.

This divergence in my own dist rict makes me very aware that  the problems tha t 
the  subcommittees are addressing  today, and any hopeful solutions, a re not a  simple
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matter . Often what could help one industry could simultaneously injure  another:
What aids a specific company in one industry may work to the disadvantage  of 
another company.

Because both the symptoms we see now and the  solutions to the problems st rain 
ing U.S.-Japan economic ties are  complex, we must be sure that  our examination is 
thorough and complete. But I hope the  subcommittees can, afte r these hearings and 
deliberations, make some positive recommendations to both countries. Perhaps 
prompt passage of H. Con. Res. 363 will be a s tar t in the righ t direction.

TRADE DEFICIT

Our huge trad e deficit with Jap an is causing real suffering among my constitu
ents. The 13th Congressional District of Ohio—bordering Lake Erie for 70 miles 
west of Cleveland, has the highest unemployment rates  in the  State  of Ohio. While t
the  U.S. unemployment  rate  is too high at  7.8 percent (June  statistics), Ohio’s rate 
is 9.6 percent. However, three counties that  are  included in my District have 
unemployment rates of 17.8 percent, 17.6 percent, and 14.8 percent. In all three 
counties, thousands  of my constituents  who work at assembly and component parts 
plants of Ford, Chrysler, and G.M. have been laid off indefinite ly or had their  
working hours cut back drast ically. Many of constituen ts have exhausted a ll of the ir 
unemployment compensation benefits, while  many more are  on the brink.

The severi ty of the  auto  industry slump is also borne out in statist ics for the  State  
of Ohio are for Region V regarding t rade  assistance  for laid-off industial workers. In 
jus t the first three  quar ters of fiscal year  1980 (October 1979 to June  1980), $63 
million was paid out in TRA benefits in Ohio alone with more tha n $300 million 
spent on TRA benefits for all of Region V. Requests for TRA assistance soared to 
57,800 in Ohio and to 320,000 for all of Region V in the first  three  q uart ers of fiscal 
year 1980. The Department of Labor has been deluged with  a 2,246 percent increase 
in requests for assistance in the thi rd quarter of fiscal year 1980 in  comparison with 
third q uar ter of fiscal year 1979. Little wonder t ha t bumper stickers reading “unem
ployment—made in Jap an” are  now commonplace.

LAST DITCH EFFORT

Such feelings should impress upon us that  the  time has come for a “last ditch” 
effort to find an effective approach to deal with the damage being done to our auto 
industry by steadily rising sales of imported Japanese  cars. Nobody wants a “trade 
war” with Japan, especially when our political and milit ary ties remain sound. But 
we can’t continue to sit by and witness the crippling of a basic industry tha t directly 
or indirectly provides jobs for one out of every six Americans.

During the first four months of this year, imports from Jap an primarily have 
accounted for 27 percent of new car sa les in our country. One ou t of every five cars 
sold here during  that  period was made in Japan. There can be no doubt that  this 
import penetration is contribu ting to the plight of more than 250,000 American 
autoworkers currently out of work. Similarly, the dramatic increase  in imported 
cars from Japan is imposing severe financia l hardship upon the  thre e larges t U.S. 
auto manufacturers: Chrysler would be filing bankruptcy were it not for Federal 
loan guarantees; Ford lost $164 million in jus t the first  qua rter of 1980 and is 
cutting capita l spending plans by 19 percent ($2.5 billion) in North America from 
1980 through 1984: and even general motors experienced a 58 percent decline in 
earnings for the fourth qua rter  of 1979.

SOLUTIONS NEEDED

Mr. Chairman, I do not at this time have a part icula r solution to propose. I know 
tha t you are leery of hard line positions such as import res trai nts  as well we should 
be. But those of us who believe in free trade policies as being in our count ry’s best 
interest will be forced to abandon our support  i f conditions continue as they are—or 
decline to an even worse situation in the near future. Many Members of Congress «
are already prepared to take bold action to redress the U.S.-Japan trade imbalance 
because they have concluded American free tr ade a ttitu des  a re being used to unfair  
advantage.

Some positive action must be take n if our auto indus try in part icular is to be 
spared permanent harm. Now while a delegation of  Japane se auto manufacture rs is 
here in America, it is opportune for the  Congress to send a direct  message to 
Government  and Business leaders in Japan and to President Car ter that  some 
negotiated solution must be found soon or the Congress is likely to mandate  a 
legislative solution in the form of import quotas.



Mr. Mica. Thank you, Mr. Pease. We will continue with testim o
ny from a  fellow committee member colleague, Mr. Fi thian .
STATEMENT OF HON. FLOY D J. FITH IAN, A REPRESENTATIVE 

IN CONGRESS FROM THE STATE OF INDIANA
Mr. Fithian. Thank you, Mr. Chairman. I wan t to compliment 

both subcommittees for holding these  hearings. I thin k it is time 
the  Congress hear s this ra ther  ser ious problem, and I commend the 
subcommittees for doing so.

The United  States, in my judgment, needs at this  point some 
pre tty  tough negotiat ions, I th ink  ra ther  quick action to reduce the 
impac t Japanese  exports have had on America’s domestic economy. 

IMPORTS SOAR IN  198 0

The United State s faces a critical problem as Japanese auto
mobile imports  continue to soar in 1980. From only 2 percent in 
1969, Ja pa n’s sha re of the  U.S. ca r marke t jum ped to 16 percent at 
the  end of 1979, and  is current ly running at  the  record-setting rat e 
of nearly  22 percent. There is a widespread unemployment, as has 
been testified  to here  today, in the  auto  industry.  Some 300,000 
workers  are  laid off, 550,000 workers  in rela ted industries, and 
many of those reach into the  Second Distr ict of Indiana, which I 
represent.

In fact, Indiana  unemployment is second only to Michigan in the  
United States. The Hoosier State ran ks second. Thousands of 
autoworkers  are  unemployed in Indiana, and many more thou
sands in rela ted and supportive industries , such as steel, are  now 
unemployed; 12 of the  14 counties  which I have the  privilege to 
represent now, are  run ning in excess of  10-percent unemployment, 
though it ’s generally considered as a fairly ru ra l distr ict, as con
gressional d istricts go.

ORDERLY MARKETING AGREEM ENTS

It is my own hope, Mr. Chairman, th at  the  United State s and 
Jap an  will negotiate a reduc tion of Japan ese  auto  imports as pa rt 
of an orderly market ing agreement between the  two countries. I 
believe it is incum bent upon the  Japanese Governmen t to assume 
gre ate r responsibility for the  cur ren t trade  deficit in automobile 
industry and steel, and to take steps in a cooperative  manne r to 
res tra in the  exports at  reasonable levels.

The Japa nese automobile companies should, in my view, be en
couraged to construct plan ts in the  United States , providing jobs 
for Americans and orders  for our man ufactur ers and, I migh t say, 
satisfying those customers who have become accustomed to Japa 
nese automobiles.

If the  Japane se refuse to cooperate in the  reduc tion of auto 
imports into this country, I would suggest th at  this committee and 
the  Ways and Means Committee work an  imposition of a tax equal 
to t ha t on th e impor ted automobiles into Jap an.

We should, I think,  recognize righ t off th at  trade is a two-way 
street.

The American automobile industry  desperate ly needs time to 
convert to fuel-efficient small  cars and rees tabli sh the  competitive
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edge enjoyed in the 1960’s. It is my view t ha t only government-to- 
government action will be sufficient to buy the  time we need to 
retool one of our most basic and most imp orta nt domestic indus
tries.

AMERICAN STEEL INDUSTRY

We move now to steel, Mr. C hairman. The American steel indus- *
try  is caug ht in a double bind as a result of Japane se imports.
First,  American automobile produc tion has dropped sharply in 
1980, r esul ting  in millions of unemployed Americans in these  relat
ed industries, especially steel and steel products.

There  is a direct relationsh ip between Det roit ’s auto  production 
and the  steel production of nor thweste rn Indiana. As I put it, when 
Detroi t sneezes, Gary catches a cold. If we as a nation don’t act 
fast, the  cold could well lapse into pneum onia or worse.

Second, the  domestic steel industry faces the  direct th reat  of 
increased Japanese  steel impor ts into the  United State s, some at 
prices below cost of production. While the imported steel tonnage 
may again reach  the 18 million ton mark in 1980, Japane se has 
been leading the way among all the  ways. While other major steel 
producers, including the  EEC, Canada, and the  Third  World, have 
decreased the ir steel exports to the  United Stat es in 1980, Jap an 
has shipped nearly  500,000 tons more this  yea r tha n las t year, for 
an increase  of 13 percent.

Our domestic steel industry is really one of the most basic indus
tries, and it is critical,  both for continued industr ial growth  and 
development and for our nat ional security.  We cann ot afford to 
allow excessive imports  of steel  and steel products to undermine  
the stabi lity of this most imp ortant  basic indus try.

TREATY PRICE MECHANISM

Therefore, I would suggest th at  Members of this  House consider 
the rein stat eme nt of a new t reaty  p rice mechanism which did work 
to a cert ain degree; t he enforcement of antidump ing laws; orderly 
marketing  agreements to reduce ma rke t share ; and the  encourage
ment  of “Buy American” legislat ion to promote  the use of domestic 
steel and steel products.

Mr. Chairman, I t hank you for the  opportuni ty of test ifying here 
today. I ’ll be available for any questions, of course.

[Mr. Fithian’s prepared sta tem ent  follows:]
Prepared Statement of Hon. Floyd J. Fithian, a Representative in Congress

From the State of Indiana *
Chairman  Bingham, Chairman Wolff, I welcome the opportunity to testify before 

your subcommittees concerning the trad e and economic p artnersh ip between Japa n 
and the United States. Our internat iona l economic relationship  has deterio rated to 
the point where the United States  needs tough negotiations and quick action to 4reduce the  impact tha t Japanese exports have had on America’s domestic economy.

America faces a critical problem as Japanese  automobile imports continue to soar 
in 1980. From only 2 percent in 1969, Japan’s share of the  U.S. car market jumped 
to 16.6 percent by the  end of 1979 and is currently  runn ing at  a record-setting 21.6 
percent this year. This exorbitant  rate of imports  is totally  unacceptable, especially 
at a time when millions of Americans are  out of work.

There is widespread unemployment in the  automobile industry , where more than  
300,000 workers are on layoff, as are  an estimated 550,000 additional workers.
American unemployment continues to rise while the Japanese  continue to ship to
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the U.S. at least one million cars made on overtime. Moreover, they are rapidly 
expanding their automobile production capacity, augur ing more trouble out ahead.

In Indiana, unemployment  reached 11.9 percent in the latest  revised June  figures. 
The Hoosier State  ranks  second in the nation in unemployment,  trai ling  only 
Michigan. Thousands of auto workers are unemployed in Indiana, and many more 
thousands in related and supportive industries, such as steel and auto parts,  are 
also looking for work.

The Second Dist rict of Indiana, which I have the privilege to represent, is facing 
g severe economic difficulties due to high unemployment. Twelve of the fourteen

counties have more than 10 percent unemployment, and several counties have 
climbed to almost 14 percent. This level of unemployment must be drastically 
reduced and Hoosiers put back to work.

Japa n is an impor tant ally, a stabilizing force in the Far  East, and our most 
_ impor tant economic customer. But the time has come for the United States to
~ reduce the amount of Japanese  automobile imports and restore an appropriate

balance of U.S./Japanese jobs, trade, and production. The first step in restoring 
trade  relations would be reducing last year’s $9 billion auto trade  deficit with 
Japan .

UN ITED  STATES-JAPAN NEGOT IATION S

I hope tha t the United States and Japan will negotiate  a reduction in Japanese  
auto imports as par t of an orderly marke ting agreem ent between the  two counties. I 
believe i t is incumbent upon the Japanese government to assume greater  responsi
bility for the current trade deficit in automobiles and steel and take steps in a 
cooperative man ner to re stra in thei r exports a t reasonable levels.

The Carte r Administ ration should seek meaningful levels of restrict ion that  do 
not accept the Japanese windfall gains afte r the  events in Iran. I believe that  total 
foreign auto imports should be restricted to 15 percent of the U.S. market, an 
average level of the imports for the six or seven year period preceding Iran. On th is 
basis, the Japanese share  would be about 10 percent.

The Japanese automobile companies should be fur the r encouraged to construct 
plan ts in the  United States, providing jobs for Americans and orders for our manu
facturers. Although some progress has been made along these lines, I thin k it is 
imperat ive t ha t we accelerate the location of plan ts in the United States.

If the  Japanese refuse to cooperate in the reduction of auto imports into this 
country, I suggest that  we impose an equalization tax on imported automobiles 
equal to the tax imposed on our exports to foreign countries. Trade is a two-way 
stree t. The Japanese can’t cont inue to say that  they can sell in our m arke t but tha t 
we cannot sell in theirs.  If necessary, the  United States  can encourage the purchase 
of American-made automobiles by working out a federal tax rebate  for American- 
produced cars—thus stimulating the economy and providing jobs for Americans. 

AUT O IND UST RY NEEDS TIME

The American automobile indus try desperate ly needs time to convert to fuel- 
efficient small cars and re-establish the  competitive edge it enjoyed in the 1960s. 
Only government-to-government action will be suffic ient to buy the time we need to 
retool one of our most basic and most important domestic industries.

But automobiles a re not the only product to feel the  pinch of foreign imports. The 
American truck indus try is also in trouble. The Japanese truc k share of the U.S. 
market has also increased dramatica lly—growing from 1.6 percent in 1969 to 11.7 
percent in 1979 and 19.4 percent in the  first hal f of 1980. I believe it is important  
not to let domestic truck sales deteriora te to the  point where it is impossible to 
recapture  our share of the market. We need to encourage our domestic industry  to 
convert to small pick-up trucks and vans with fuel efficient standards . I want to 

♦ take this opportunity to applaud the recent decision by the Department of Treas” Ty
to enforce the  existing 25 percent truck tar iff on unfinished trucks, thus closing, a 
loophole tha t has been used to import Japanese  trucks at a lower 4 percent rate. 

U.S . STEEL IND UST RY

The American steel industry is caught in a double bind as a resul t of Japanese 
imports. First, American automobile production h as dropped sharply in 1980, resul t
ing in millions of unemployed Americans in related industries, especially stee l and 
steel products. There is a direct relationship between Detroit ’s auto production and 
the  steel production of northw estern Indiana. When Detroit sneezes, Gary catches 
cold. If we as a nation don’t ac t fast, the cold could lapse into pneumonia or worse.

Second, the  domestic steel indus try faces the direc t threa t of increased Japanese 
steel imports into the  U.S. marke t. While imported steel tonnage may again reach 
the  18 million ton mark in  1980, Jap anese steel has been leading the way among the
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imports. While other major steel producers, including the EEC, Canada, and the 
Third World, have decreased the ir steel exports to the U.S. in 1980, Jap an has 
shipped nearly 500,000 tons more this  year tha n last year, an increase of 13 percent.

Our domestic steel industry is one of the most important  basic industries.  It is 
absolutely critical, both for our continued industria l growth and development and 
for our national security. We cannot afford to allow excessive imports of stee l and 
steel products to undermine the stability of this  most important  industry. The time 
has come to rest rict steel imports into the U.S. market by a variety  of methods: a 
new trigger price system; enforcement of anti-dumping laws; orderly marke ting *
agreements to reduce market  share; and encouragement of Buy American legisla
tion to promote use of domestic steel and steel products. In addition, there should 
also be a general relaxation  of clean air and water standards  for the steel industries 
if they can demonst rate tha t they have been sufficiently injured by the economic 
recession. It is also important that  we pass tax  legislation, perhaps similar to H.R. >
4646, so that  domestic industries can accelerate the ir depreciation schedules and 
stimulate capital formation.

PROPOSALS

Many of the proposals included in this stat eme nt were previously announced  as 
par t of my five-point Jobs for Americans Plan, which included: (1) tax cuts for jobs;
(2) reduction of steel and auto imports; (3) Buy America package for autos; (4) 
relaxation  of clean air and water standards  and reduction of red tape; and (5) 
encouragement of investments by foreign companies in U.S. plants.

Again, thank you very much for the opportunity to testify before your joint  
committees.

Mr. Mica. Thank you, Mr. Fith ian,  for your very specific propos
als. Without objection, our colleague from Michigan, a committee 
member, would l ike to make  a bri ef stat ement  in concern with  his 
colleagues from Michigan.

Mr. Wolpe.
Mr. Wolpe. Thank you, Mr. Chai rman . I think  I’ll do th at  from 

my position here on the committee if I were to  move-----
Mr. Mica. T here need to be more of us up here.
Mr. Wolpe [continuing]. There would be more facing us tha n on 

the committee  itself.
I want to commend the members of th e panel  for the  testimony 

they presented here today. I happ en to be a cosponsor of the 
legislation before us, and because of my own personal convictions 
that  we simply have to find some way of secur ing the  breathing 
space necessary  to allow the  retooling that  m ust take  place for the 
American automobile industry to be accomplished. I t hin k one can 
debate at  length  the reasons why we are  having t he difficulties  we 
are presen tly in.

STABILITY AN D FUTURE

I thin k it ’s p retty  c lear the re has  been some shortsightedness on 
the  p art  of th e industry , and on the  p art  of our societal response in 
the  United States. I don’t think we necessarily have to look else- ♦
where to find scapegoats to  blame for the  difficulties we a re facing.
Tha t’s history. The real ity is we are  in a very, very difficult  situa
tion on the  long-term future  of th e American automobile indust ry, 
long-term stabil ity of our economy in the  United Stat es today, «
unless we can in fact find that  means of accomplishing the  neces
sary  brea thin g space to allow the  retooling  to be accomplished.

NEGO TIATED VOL UNT ARY  AGREE MENT

Moreover, it seems to me far  prefe rable  th at  we secure that 
brea thin g space on the  basis of a negot iated volu ntary agreement,
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rather  than  on the  basis of a much ha rsh er and more unila teral 
kind of ini tiative by o ur country.

Our linkages with the Japane se are  too imp ortant  to be jeopard
ized by a very hostile  kind of inte ract ion on this  issue. I think  
the re is a common self-in terest in moving and nego tiating an 
agre ement forward.

* I shar e the  frustra tion expressed by the  members of the  panel 
with respect to the  absence of the  kind of aggressive postu re by t he 
adm inis trati on th at  would move us toward  th at  kind of n egotiated 
agreement.  I believe the  resolution of Mr. Pursell, and the  compa-

*  rable  resolut ions th at  are  under consideration in the  Senate, would 
repr esen t a very helpfu l step in encouraging  more aggressive 
action on the  pa rt of t he United States, and also providing  a signal 
to the  J apanese.

I thi nk  the  bre adt h of the  testim ony and the  commentary th at  
has been made by the  panel before the  committee today has been 
most helpful  in clarify ing the  issues we a re all facing.

Thank you v ery much.

CITIZEN RESPONSES— NO ALT ERN ATIVES

Mr. Mica. Th ank  you, Mr. Wolpe.
We will proceed at  this  time with  the  questioning. Let me jus t 

say before I get into  some of the  techn ical questions, I believe it 
was Mr. Pease who indica ted th at  in a prio r meeting he had  sent  
out a notice to his con stitu ents  abou t the  possibility of getting the  
Japa nese to res tric t exports, and response from the  nonaut omotive 
indu stry  con stitu ents  was not very positive; something to the  
effect—that,  “Why do this  to the  Japanese, when we can ’t buy a 
reasonably priced, quality- made Amer ican ca r?”

I pose th at  for response  because I know this  will be a comment 
th at  will come up in any pa rt of th is discussion.

Mr. B lanch ard?
Mr. Blanchard. I’ll be  happy  to respond to tha t, Mr. Chairman . 

I think  the  basic problem is the re are  a lot of cars th at  are  high 
qual ity and low price. The Americans make  small cars th at  they  
are  not aware of.

When we were handling the  Chrysler issue, unless you owned 
one, very few people were aware  th at  they  made the  Omni and the  
Horizon, which still is one of th e leade rs in fuel economy, and  at  a 
reasonably low price.

4 The other side of the  coin is the  Japane se have been makin g
those cars for years and  have been doing an excellent job. I think 
th at ’s why if they  are allowed to have over a period of years up in 
the  20 perc ent of ma rke t share , it would be very difficult  for

» indu stry  to recover, even if we had  competit ive vehicles. Wh at’s
really happ ening is the re has  been a shor tage  of high-quality , good 
small cars made by o ur companies, and th at ’s w hat they  are  cra nk
ing up to do now. It take s years, not month s, to do it, and  billions 
of dollars—some $80 billion on the  pa rt of U.S. indus try. And they  
are  going to be having these  in incre asing  amounts, and the  resolu
tion, such as the  one today, will allow for a reason able recovery of 
the  indu stry  to be able to sell those cars.

7 1 -0 2 8  0 - 8 1 7
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U. S.  AUTO  IND USTRY NEED S MODER NIZATION

So ther e is some tru th  to th at  compla int, but  the re is also, I 
thi nk —the re has always been on the  pa rt of the  cou nter cult ure— 
the  notion th at  what  we make her e is bad, th at  somehow our 
workers are  lazy and shabby. I rejec t th at  notion. Most people in 
the indus try, both in the  United Sta tes and in Jap an,  will tell you 
it has a lot more to do with  the  tooling and modernizat ion of the  *
plant and equip ment  tha n race or economic sta tus  or tra ining  of 
the  employee.

But th at  is pa rt of Americ an arroganc e about our workers and 
other workers, and some sort  of infe rior ity complex which is very *
disturbing. We had to face th at  with  the  Chrysler issue, and I 
think  ra ther  than , as Congressman Wolpe said , try  to place blame, 
because the re is enough to go aro und, it is b ett er to figure  out how 
we can get out of this  very  serious crisis.

Perh aps Congressman Purs ell has  a comment on the  whole issue.

LABOR AN D BU SINE SS PARTNERSHIP

Mr. Pursell. I’d like to reflec t briefly th at  I have  been to Jap an.
I have been to the  Nisson plan t. I am impressed with  some lessons 
th at  we are  learn ing thro ugh  t his crisis  on the  problem.

No. 1 is we need a par tne rsh ip between labor  and business, in 
term s of producing qual ity automobiles. I want to cong ratu late  
both the mana geme nt and labor today, par ticu larl y in the  Detroi t 
area , working very cooperatively i n producing qual ity cars.

FOR EIGN CARS— STAT US SYMBOLS

In my congressional distric t,, we produce the  X-Car, in Ypsilanti,
Mich., and I have been thro ugh  that.  I have drive n those  little  
Omegas and Genera l Motors cars, and  they  are  beau tiful  litt le cars 
with good fuel  emission and good economy.

So out of this, I think most people—and I supp ort and reflec t on 
wha t Congressman Blan chard  is saying—tha t basica lly a lot of 
people like to drive a foreign car, because it ’s some kind of a  status 
symbol. All you have to do is go and look in the  Fede ral garage  
down here  in the  Raybu rn Building or Longworth and over on the 
Senate  side and look at  the  enorm ous amo unt of employees  driving 
foreign cars th at  are on the  public tax  rolls of the  Fede ral and 
Stat e Governments. I find a lot of public employees in th at  area . I 
guess t ha t’s just  a  l ittle  concern th at  I have.

As he indicates, a lot of people thi nk  this  is a sta tus  symbol. I *
think we are  going to tu rn  it aroun d, and I thi nk  you people are 
appropria tely responsible and know th at  this  resolu tion is basically 
a symbol and a message, publicly, in the  sector of public responsi
bility, to send a message not only to Jap an,  but also to the White *
House, to say, “Let’s work out a par tne rsh ip in a good, sensitive  
foreign policy ma nner .”

Mr. Mica. You would feel my const itue nts in south  Flori da would 
have a choice of buying a small car  at  a reasonable price and not 
havin g to pay the higher price if, indeed, something like this  were 
to come to pass and Jap an  did cut  back on its exports and  we cut 
our  imports ?
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TRADEOFFS

Mr. Pursell. I’m not going to suggest what a trade agreem ent  
should reflect.

Take the  defense budget, for example. Our per  cap ita cost is 
something like over $500 per person. In Jap an, per cap ita cost for 
somebody in Jap an  is only about  $87 per person. But yet  t hey  t urn 
around and take their  tax  money and subsidize steel and  other 
critical products.

So I think  in a comprehensive way we are  saying in thi s mes
sage, l et’s be fa ir, le t’s be equitable, and  there are  a  lo t of tradeoffs, 
and two imp orta nt countries, as other Congressmen indica te, we 
are  very close as an ally, and we don’t want to jeopardize a single 
product. But we have thousands of people unemployed, and  I think 
th at  is wha t this  message real ly says. Let’s sit down arou nd the  
table,  have the  Preside nt take th at  leadership and nego tiate  in a 
fair  and equitable man ner,  something th at  would be fai r to the 
people of the  United States and people in our congress ional dis
trict s, and people of th e free world.

Mr. Mica. Thank you. Is the re any  additional comment?

PURCHASING FOREIGN PARTS

Mr. Davis. I just wanted to make  a quick comment , to answer 
your question, th at  two of these  small plan ts in my congress ional 
dist rict  t ha t are  subsid iaries  of a large  corporation  th at  make wire 
harnesses  for one of the  major auto  companies. One closed, the  
other one very likely won’t reopen, and  frankly,  the  reason for 
the ir closure is because this partic ula r automobile company is now 
purchasing wire harnesses from J apa n. We jus t recently  found th at  
out.

So I think  all of us are  going to have  to work, including the  
companies, in this  par ticula r area to buy American, buy the  par ts 
for the  automobi les American, too. Ju st  though t I’d throw th at  in.

Mr. Mica. Although my time has  expired,  I’d like to yield a 
moment to the  Chairman.

Mr. Wolff. I than k you for yielding. I might just mention that  
yesterday during the  hear ing, I brou ght  up the  fact th at  the re are 
about $8 billion worth of spare part s, replacemen t parts, th at  are 
sold in this  country by the  Japanese. And I think  one major  step 
forward could be for these par ts manufactu rers , especially, and for 
the ir automobile manufactu rers  who do business with the  par ts 
manufac turers, to see to it th at  American par ts are able to be 
subs tituted for the  Jap ane se part s, and still  retain  the  war ranty.

I thin k this would be a major  step  forward. It would give us an 
opportuni ty of cer tain ly making up pa rt of this deficit.

I am jus t wondering, if the  g entleman would agree to an amend
men t to his bill to include this  as pa rt of th e basic bill, to discuss 
this with the  Japanese. I know whether we have a bill or not, if 
Mr. Ito comes here, I’m going to discuss i t w ith him.

Mr. Mica. We’ll proceed with  th e questioning.
Mr. Guyer.

CRISIS AFFECTS ALL

Mr. Guyer. T hank you, Mr. C hairman.
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Rath er tha n questioning, I would just like to sta te a few com
ments. As Chai rman Wolff ind icated, we had yesterday two vice 
presidents of Chrysler and Ford, and we heard from the  executive 
viewpoint what  we are  now hear ing from the  congressional view
point.

One thing  I wan t to make very clear  is this  is not a paroch ial 
situation, and if every Congressman who had that  down-the-road 
concern—and I’m sure they all do, one way or ano ther—could all 
be here at one time, this room would be filled, because about 85 
percent of Americans go to work by automobi le, th at  jus t go to 
work.

Mr. Fith ian was talkin g a while ago, it would be disaster for 
Indiana if any thing happened in the  motor home and camper field, 
which I know you are  quite productive  in. There is an old saying 
that  post mortem eulogy will never  a tone  for a nte  mortem neglect.

Now what  t ha t really means is—I guess I shouldn’t have used it. 
[Laughter.]

But it simply means no ma tte r how nice you say something, if 
it ’s too late,  i t doesn’t mat ter.

We are  suffering from a Rip Van Winkle  complex here. We have 
all been sitting here —I notice even the  resolu tion which was intro
duced by Mr. Pursel l, very commendably, on Ju ne  11—th at ’s over 3 
months and 1 week ago, jus t introduced, and we haven’t had this  
as one of our No. 1 priorities in the  en tire  Congress.

We heard Mr. Broomfield testify  a  m oment ago th at  350,000 jobs, 
not 240, and Mr. Pease substan tiated th at  by some other ra ther  
fragmentary and interrelated facts, th at  1 out of every 6 jobs is 
directly dependent and 1 out of every 12 is affected  by it.

You go on down the  line, you will find th at  your plastics and 
glass people—in my town, I’ve got upho lstery  people, I’ve got $30 
million in my litt le distr ict th at  ju st do business with Chrysler,  in 
producing things that  you can’t even enumerate.

But the  whole thing is, as I see it: Mr. Wolff has made this  a 
vehicle—as a ma tte r of fact, this  is one of the  subjects of our so- 
called Ambassadors Round Table lunches, which has never  been 
done before in the  history of Washington. Ambassadors  of all the 
countries have lunch  with us about every 4 or 5 weeks, in which 
we find ou t not only wh at’s on their  mind, but  m arkets.

MA NU FACTUR ING BICYCLES

You know, Jap an  is not hard to get along with at  all. When we 
were there not long ago, I talked to Mr. Ushiba, and I was giving 
him a pre tty rough time about bicycles, because they  make bicycles 
in my district. They make the  Huffy over in Salina,  Ohio. I have a 
lot of concerns over there , and const ituen ts, and 1,700 people work 
at  t ha t plant th at  used to have only 5,000 population for th e whole 
city. He was very understanding . He said, “Fir st of all, I’ve been in 
your State, I’ve been in Dayton, I’ve been in Lima, and we don’t 
make a bicycle tha t resembles yours.”

And the firs t thing  I knew, I got a  l ett er from t he Ambassador to 
be del ivered to the President of the  Huffy Co. in Dayton, where the 
home office is, assuring us they  were not competitive in th at  one 
field and,  sure enough, they were not.



95

As a resu lt of th at  understanding and cooperation, the  Huffy 
plan t is m aking an addition, a new complex, ex tending the ir facili
ties, not w ithdrawing them.

So let’s just talk about a couple of th ings. I will not exceed my 
time, but I do think  we’ve got a great economic problem here  in 
the Congress. Those of you who went  home at Easter, if you’re 

9 brave enough to go home during the  recess instead of tak ing  a  trip
and faced your realtors, homebuilders, and contractors, found out 
that  the building industry was zilch.

Before I went home, I cal led every savings and loan, every bank, 
* I checked with Farm ers Home, Vete rans  Administration , and I

checked the  number of building  permits in every one of my county 
seats. In Findley, where I live, the re were only five for the  whole 
month: One house  an d four improvements.

So we have  found out a lot of things.  We found out intere st rates 
were not favorable  for people to go out and buy anyth ing. That’s 
something  that  can be changed at the  Federal level. We found out 
deprecia tion was not right,  so we had  a  bill, 4646—you ought to get 
on it, it has to do with a lot of things besides—the 1053, the  3 has 
to do wi th cars and trucks and deprecia tion.

I’m t alking about  Lake Erie. As you well know, they didn’t build 
the  plan t at  Pontiac,  because it took 12 to 14 years  to get the ir 
money back, so they bui lt it in Canada where it takes 3 to 3x/2 
years  to get the ir investment back.

TAX REFORM

Go and count  the  bills laying in one committee. We can ’t get 
them  out of the cradle  into the  incubator. Any one of those things 
would help people from the  standpoint of investing, not only in 
plants , b ut in factories  and all these  things.

You know, none of us wan t leaf-raking jobs for the  future. You 
don’t put your kids through college with  a leaf-raking job. But 
think  of the potential  man and womanpower going to waste righ t 
now, the skills and exper tise walking the  lines and even running 
out of benefits because we haven’t been smart  enough in the  pri
vate sector to come to  be a partn er with government.

You said it a while ago. We don’t need an adversarial role in 
this, and I th ink  th e way to  approach the  country of Jap an  and the 
Japanese  people—if it ’s unila tera l, make  i t u nila tera l.

We jus t came from the  White House where 500 people sat  the re 
in the  sun watch ing them  sign four trea ties . They are doing $3 

4  billion a yea r in the  People’s Republic of China, as compared to
about $200 million a couple of years  ago. So i t can go. It ’s a two- 
way street.

ECONOMIC CLIMATE NEE DED

• I’m saying th at  negotiation is a very productive avenue. I’m
saying interest rat e stabi lization is another. I’m saying th at  to have 
production and  sales incentives—I went along with a bill in my 
heart  I didn’t even like, to give reba tes or, rather, tax incentives to 
people buying American cars. I know that  isn’t the  way to do it. 
You can’t pass a law making anybody buy anyth ing. You’ve got to 
make them  wanting and willing to do it. You can’t make them  do 
it.
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So th at ’s where we come into the  pictu re, to make things more 
attractive, with more incentives. I’m saying we need to build an 
economic c limate—you covered most of those  things in your tes ti
mony, but I want to congratulate  each and  a ll of you, because each 
of you repor ted something a litt le different, and I would hope that  
we can act speedily on this, because  t ha t’s only the  f irst  step as we 
climb the  ladder, but  it is not just Japa n alone th at ’s causing our •
problems.

We were the las t people to adm it the re is an energy problem. We 
were the  last  to find out about what people knew 10 years  ago. We 
were the  last  to  find out that  people were buying  smal ler cars, and 
that  fuel economy was someth ing to be desired,  and th at  emission 
control and now in the  way of regulations, the  average car today 
costs $1,200 to $2,000 apiece from Government-imposed regula tions.
You’ve got to consider  which ones were safety and which were jus t 
whims.

Like the  catalytic converte r. I’d like to see somebody ge t up and 
defend tha t. I’ll give you all the  time you want. There isn’t a 
person who can stand up and tell  us  why we had it.

We had emission controls on cars where only 7 percent of the  
area  in the United States meri ted emission controls on auto 
mobiles, and they  made a study  to find out  where they  were. They 
were in Phoenix, the  enti re Sta te of Cali fornia—which already has 
a law—a ribbon around Chicago, and a litt le bit from Boston to 
Philadelph ia to Washington. The res t of them  didn ’t even need it.
We put  it on and we have our cars  chug along waiting for the  
traffic light  to change, so we wouldn’t stop.

COOPERATION NEED ED

But my point is, it does take toge therness  and I want to com
mend a ll of you on your resolution. Carl, I wish I’d been on it about 
a year sooner. We should pass it speedily. This is th e firs t step, and 
I think this  committee will help  to expedite it. Before we get too 
thri lled  with the  next  election, let ’s think of the  next gene ration 
and get some of those folks back to work.

Thank you very  much.
Mr. Wolpe [presiding]. I would ju st like to ask the  panel  a  couple 

of questions with  respect to testimony ear lier  in this  committee.
Before doing so, I wan t to reaff irm the point th at  Mr. Davis is
making with respect to the par ts man ufactur ers.  I, too, have a
part s manufactu rer in my dist rict  who found recently  one of the
major companies turnin g to a Canadian firm ra ther  tha n an *
American firm making that par t. I th ink we ought to find some
way of encouraging, to the extent  possible, American automobile
companies to rely upon American par ts man ufac turers, in the
same way we are  seeking Americans to place general reliance to *look toward the  American automobile industry.

ANTITRUST LAW S

One of the  objections raised by the  adm inis trat ion to this resolu
tion before us is the  kind of legislation th at ’s contemplated would 
amount to circumventing the  procedures th at  are  established  by
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the Congress in the  Trade Act of 1974 to deal with  situations 
simi lar to t ha t confronting the American automobile indus try.

Can the  panel respond to that  argument  t ha t is involved in here  
of the ITC and the  Trade Act of 1974?

Mr. Pursell. Congressman Blanchard  would like to comment on 
that .

« Mr. Blanchard. We realize this is not the  Jud icia ry Committee
or the Ways and Means Committee, and you a re more inte rest ed in 
foreign policy and good diplomacy. But I think  the  case to be 
made—and you’re going to hear from people at some point—a good

« case to be made, that  the re is ample precedent for wha t we urge.
There is no doubt that  the  Pres iden t and his trade people would 
ra ther  have some commission tell them  to negot iate an order ly 
marketing agreement tha n do it on their  own, or the y’d like to 
have Congress to blame for having to do it. They have simply been 
reluctant  to go ahea d on t he ir own initia tive,  I think, because they  
feel it will be insu lting to a very impor tan t ally, an ally who has 
helped us on a num ber of occasions.

As I understand, the  Pres iden t has inh ere nt cons titut iona l au
thor ity to negot iate an agreement contempla ted by the  Pres iden t 
unde r his foreign affair s powers, and it  has been upheld in the  
courts, most recently  in 1974 in the  case of Consumers Union v. 
Kissinger  involving the  foreign produ cers’ pledges to volunta ry re
str ain t on the ir exports of steel.

Now I know the  t rade ambassador to ld you, before the  Ways and 
Means Committee ear lier  this  year,  the re would be some an tit rust 
problems with such a volu ntary agreement . I talked to Cha irma n 
Vanik  about it, and  he said, “Oh, th at ’s hogwash. The re’s no one 
there who believes th at  except Askew,” and lat er on, when some 
Members of Congress introduced a resolu tion to change  the  an ti
tru st laws, I noticed Askew’s people cited the  fact th at  some Con
gressmen had introduced the  bill, thin king it was illegal, ra ther  
tha n on th eir  e arl ier  authority for having  fe lt t ha t way.

Let me add a couple of th ings  th at  respond to ear lier  questions 
as well.

One of the  most popular buys in America is the  Volkswagen 
Rabbit, made in Pennsylvania by American workers, soon to be 
made in my distr ict. I happen to rep rese nt the  North American 
headquarters of Volkswagen, and if you talk to the  pres ident of 
Volkswagen of America,  you will find the  qual ity of the  Volks
wagen Rabbits  here is equal to and, he claims, exceeds those im
ported or previously imported . This goes against the  notion th at  
many people harbor, of the  quality of American cars, which is a 
good buy and which is good fuel economy.

TAL KS WITH THE JAP ANESE

* I have and I want to put  on the  record on this  subject—I had a
conversation a few sho rt months ago with  an imp orta nt Japa nese 
official, Sta te Dep artm ent official, and Detroit official, an off-the- 
record conversation. Our trade and  Sta te Departm ent people im
plied, if  not stated, to the  Japan ese  official that  Ja pan was doing us 
a favor in fight ing the  bat tle  of energy and  fuel economy by ship
ping all the  cars they could into this  country, and they  were 
probably b ringing abou t better price competi tion as well.
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I had to laugh, because the re was a ring of tru th , perhaps, if you look at  t he techn ical fuel economy stand ards back at this  point—it was Apr il—and perhaps even prices in some instances. But I had to believe—I just couldn t believe how shortsigh ted that  atti tud e was.I have to believe those attitudes, priva tely expressed to the  Japa nese, have encouraged them to ignore considerations such as wha t this resolution would urge, and  I tru ly believe such conversations ,have been to the  detr iment of good rela tion s with Jap an.  While there may be some tru th  in the  short run of 2-, 3-, 4- or 5-month period of time in wha t they were saying, I t hin k it ignores the  very important aspects of how im portant  this indu stry  is to us, and how #important our alliance is with  Japa n in the  many, many years  ahead.
I hope t ha t is w hat you will be concerned with, because this is a  Foreign Affairs Committee .
Mr. Guyer. Would you yield?
Mr. Blanchard. Yes.
Mr. Guyer. Do you recall voting for a  civil aviation agreement or mari time agreement or texti le agreement with  the  People’s Republic of China?
Mr. Blanchard. Oh, sure.
Mr. Guyer. Did you ever  vote for those th ings?
Mr. Blanchard. I thin k I probably have. The text ile agreement , if you’re talk ing about  the  one we negot iated to help our own industry-----
Mr. Guyer. Those are  the  four th at  were signed today, and  I seriously doubt i f they  were voted on.
Mr. Blanchard. The textil e was forced by a 4 a.m. caucus of the  House Banking Committee 2 years.
Mr. Guyer. Wha t I’m try ing to do is support it, the re is authority to do it, but you don’t have to move legisla tively.
Mr. Wolpe. Mr. Pursell.

MUST ACT  NOW

Mr. Pursell. Mr. Chairman, I have two problems with  the  question. One is I think  the  Tar iff Commission is recommending no decisions until,  I think, November 24, if I’m not mistaken. To me, we canno t afford to wait, when you’ve got thousands of people unemployed, with  the  economy in Michigan and other States , and disastrous rates of unemployment. We cannot  afford to  wait for the  Commission to act.
No. 2 is th at  I understood our Constitution to outline t ha t elected officials should set public policy. Quite frankly, we are  the  elected *people who represent our constituents  across the  country, and the  executive branch, not only the  Pres iden t, is accountable for those kind of public policy decisions.
So I don’t thin k, in all due respect to those par ticu lar  agencies, *confirmed by the  Senate  and appointed by the  President,  th at  we should wait for that  decision; and second, we should make those public policy decisions and be accoun table for c urrent  crises in this  Nation.
Tha t means leadership, and  I have to say that  both the  political parti es should take that initia tive, should take  t ha t leadership, and obviously your committee is doing th at  he re today.
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Mr. Wolpe. Mr. F ithian.

REDUCED  PRODUCTION

Mr. Fithian. Th ank you. I just want to make two quick observa
tions. We frequently  hea r from the  Japane se and sometimes from 
our own trad e officials th at  to work on any order ly marketing  
agreement reduction would run  into the  an tit rust laws. The  fact of 
the  ma tte r is if the  Japanese , in the ir rapid  increase and acquisi
tion of American marke t from 2 to 22 percent in the  last  decade, if 
they  were righ t now willing to do in autos wha t I understand they 
can do in steel, which is a  very informal kind of arrangement, they 
set goals and quotas, and they  call an indu stry  and talk to them— 
and I asked the  Japanese stee lmaker if they  would be penalized if 
they  overproduced or overshot the ir quota, and the re is no law, no 
penal ty, they  are  not going to be fined by the  Japanese Govern
ment. But this  inform al arrang ement  of calling  them  in and 
saying, “Why is it you went through quotas  at  1 percent over your 
goal, and the  Japanese indust ry very quickly backed away from 
tha t.

Right  now in the  automobile industry,  for example, if they were 
to just reduce the ir produc tion by the  amo unt of overtime that  
they  are cranking  in to try  to rush in the  buildup  of the  American 
market,  would give qu ite a lot of reli ef to our auto  industry and, in 
fact, it isn’t just  th at  they are  going overtime. As I understand it, 
they  are  now in  the  process of constructing  an additional capacity 
to produce 500,000 more cars  per year.

ORDERLY MARKET AGREE MENT

What I am saying is th at  unless  we get some kind of orderly 
market ing agreement out of this, if we think  we have a problem 
now in Michigan and Indiana  and Ohio a nd lots and lots of places, 
we will really have a problem in 5 years.

This could go on. Clearly I think  it mus t go beyond the  resolu
tion, which I support.  It mus t go to tax  legisla tion which will allow 
us to modernize industry,  to assis t in more rapid deprecia tion, to 
build up the  kind of modernization and conversion in the  auto 
industry that  we must  have. For in the  f inal analysis, to go back to 
Mr. Mica’s question, the  only way you can jus tify for the rest  of the 
nonsteel,  nonau to people any  kind of ta rif f rest riction or import 
quotas  over a period of time,  is to assure them  th at  during that 
period of time, you a re in fact converting and during that  period of 
time you are  modernizing t he  s teel industry.  Otherwise, the re is no 
justi ficat ion for this .

EX PE NS IVE ALT ERNATIV ES

I think  we have to have a pre tty hardnosed  policy, assuring  tha t 
whatever time fram e we borrow and buy by orderly marketing  
agreements or tari ffs or whatever, th at  it is u tilized to convert the 
auto  indus try, and we h ave to have the  assu rance they  are in fact 
converting and modernizing, and that  t he  s teel indu stry  is modern
izing.

I have a conviction th at  in such an arra nge ment, in 5 to 6 years, 
we would not only be able to put  on the  marke t a steel and auto
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industry th at  is completely competitive , but  th at  we could eliminate the enormous drag and burd ens th at  we are  going to be called upon as Congressmen to vote on; unemploym ent compensation, TRA, you name it, it will go on and on an d on.
Those are  very expensive alte rna tives to doing something about negot iating an orderly market ing ag reem ent at  th is point.

GROUNDS FOR ANTITRUST

Mr. Wolpe. Mr. Fith ian touched  upon the  second question that  has been raised  both by the adm inis trat ion and by Mr. McElwaine yesterday in testimony before the  committee ; namely , th at  voluntary res tra ints on the  pa rt of the  Japane se manufactu rers  and subsidia ries could be grounds for a nt itr us t action.
Would o ther  members on the  panel also care to respond to that?Mr. Pease. Mr. Chairman,  I’d like to respond to tha t, and also touch on the  previous question. I thi nk  when the adm inis trat ion says we ought to go through the  t rad itio nal  standa rd procedures of the  Trade Act of 1974, th at  some of us in Congress are  a littl e skeptica l t ha t they will do that.

NO CONCERN SHOWN BY ADMINISTRATION

In fact, the re is a resolu tion which in a way circum vents  that  procedure and reflects a conviction on a  lot  of Members of Congress that  th e administ ration is no t vigorously enough pursuing  the remedies th at  a re open to it.
I feel somewhat th e same way abou t t he words from the  administrat ion  about an tit rust law violations . If the  adm inis trat ion really  is concerned about tha t, and  really is dedicated to doing something to bring about  an orderly  marke ting  agreemen t, it has only to come to  Congress and say, “We need this  and th at  change  in the law so that  we don’t have th at  problem.” They brin g th at  up as an impedim ent to startin g down the  pa th of orderly  marketing  agreements  and negotiations, bu t they do not come to Congress to remove tha t impedim ent from the  way.
So one has  to question the  since rity of the  adm inis trat ion in bringing up t ha t line of reasoning.
Mr. Wolpe. Anyone else care to add to that?
Mr. Blanchard .

CONGRESS MUST ACT

Mr. Blanchard. Ju st to rei terate . You know, I think  it ’s clear that  the adm inist ration underst ands how imp orta nt Japa n is to us as an ally, and there have been a num ber  of recent expressions to tha t. They agreed to buy grain they real ly didn’t need to help our farmers out during the present  gra in embargo with  the Soviet Union. They are  one of the  few remaining democracies in the  world, and they  voted with  us on a number of occasions at the  United Nations . There are  other expressions of suppo rt th at  it’s a very warm alliance.
I personally believe they  would like us to raise  the  issue so tha t we are the  vehicle or excuse for such negotiat ions. I don’t think they  want  to do i t on their  own, a nd I know Congressman Pursell doesn’t intend for his resolution to be par tisan, eithe r.
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So lest we leave off Ronald Reagan, he doesn’t seem to be dis
posed to doing anything on this  either, as we find with  our  own 
adm inis tration. It has to come from the  Congress. I have a feeling 
they  believe if the  hea t gets strong from the  people, then we’ll act 
and the y’ll have the ir excuse to go to our friends and say, “Please , 
won’t you cool it for a while so we can save an imp ortant  indus
try? ”

Mr. Wolpe. I think  the responses  of th e panel have been helpful 
on those two points. I have one las t question, and the n I will 
yield-----

Mr. F ithian. May I make one quick comment on tha t?
Mr. Wolpe. Sure.
Mr. Fithian. I t hin k if th e Congress actually takes the  initi ative 

here, as we have an opportuni ty to do so, it clear ly signals that  
the re is a rising  concern about these issues in this  Congress, we 
will see the  Japane se and the  American Governmen t finding  ways 
to effectuate an orderly marketing  agreement , finding ways to 
reduce the  problem, for I am absolu tely convinced th at  the  Japa 
nese would far prefe r v olun tary  agreemen t on the ir par t, far  p refer 
an order ly marketing  agreement than  a sta tutory  limi tatio n or a 
sta tutory  tar iff.

DEFENSE SP EN DING

Mr. Wolpe. Let me ju st ask now one last  question of the sponsor 
of the  resolution. There has been some question raised with  respec t 
to one clause of th e four th par agraph  I’m wondering how absolute
ly critical th at  th rust is to the  overal l resolution, in reference  to 
the  defense spending clause, and  t he question  is w hether  or not we 
are combining apples and oranges by pointing to the  collective 
defense issues th at  also link  America and Japan as well as the  
common economic relat ionships  by mixing the  issue. We appear to 
be, perhaps, holding out, trad ing  or  ba rgaining  kind of relat ionship, 
that  is, for more defense involvement. We can trade  off economic 
issues, and the  question  has been raised as to whether it does not 
make some sense for this  to be s eparate  m atter s.

Mr. Pursell. Thank you, Mr. Chairman. I respec t the  concern  of 
the  sta ff and my colleagues on tha t. We have had some communi
cations with  your  people, and I don’t feel, you know, any pride  of 
ego or  auth orship , th at  you can’t have some flexibili ty in alte ring 
any change of th e language in respec t to th at  partic ula r comment. 
Tha t happened  to be a personal reflection, th at  we do not have  a 
fair trade  agre eme nt with the  Japanese Government, and I only 
cited that  for an example, and suggested tha t. I would not be 
opposed to having you delete that  par ticula r par agraph  from the  
resolution.

Mr. Wolpe. T han k you.
The gentlem an from Washington.

PRICE OF AUTO MOBILES

Mr. Pritchard. Tha nk you. What,  in your opinion, will happen 
to th e price of cars  du ring  th is 2-year period, if anything?

Mr. Pursell. I th ink the re are  a lot of m arket pressures on the 
automobile today, both American and foreign-made cars. Gasoline 
prices, a glut  on the  market. I would use some gasoline  prices to
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some ext ent  of having an increa se in sales and purchasing of 
automobiles.

I’m not an economist—I thi nk  we are  only suggestin g th at  this 
resolutio n be a symbol of a message to sit down with  Japanese  
leadership and talk  about the  variou s aspects of the  negotiation  
and tra de  agreem ent. In respec t to prices, I would have to give 
some thought to t hat . *

In discussions with Mr. Guyer, in talk ing  about  the  various 
component par ts of Am erican-made cars th at  are  sold in Japa n, it 
is to me, very bluntly , a bit outrage ous, the  way the  pricing  struc 
tur e has developed in a foreign count ry. <*

So th at  is all pa rt of this  negot iation  process, and I wouldn’t 
want  to presuppose wha t those  tradeoffs would be around the 
collective barga ining  table,  if you will, and say we ought to do th is 
here A, B, C, and you should do this, A, B, C. I th ink th at ’s a 
ma tter of get ting the people to  the  table  is w hat  I am interested in, 
the process, where the  responsible people from the  Trad e Commis
sion and leadership here  from the  executive  branch  and  appro pri
ate Commissions would reflect, I thin k, a new tra de  agree ment 
th at  would reflect curre nt ma rke t prices, bu t not jeopard ize an 
increase in the  price th at  would drive people away from buying an 
automobile, in respect to an American-made car  or a foreign car.

Mr. Pritchard. Well, th at ’s one of the  points of the  consumer 
groups who came in and opposed your legislation. I ju st thou ght I’d 
see if  you wa nted to t ake  a bite at  it.  Jim ?

Mr. Blanchard. No, I don’t th ink anyone, as Carl says, can tell 
us exactly  what will happ en to the  price. I would ant icipate if 
ther e was an agree ment  worked out harmon iously , it would not be 
a severe curt ailm ent of Jap ane se imports, it would be a modest 
cur tailment th at  might affect prices upward modestly. But they 
have skyrocketed, anyway. If you tak e a look at  the  price of cars 
and the  required downpayment, it ’s awfully high, and  it ’s a prob
lem by itse lf already.

PRICE COMPETITION FAVORABLE

But I can assure  you of one thing , Congressm an Pri tchard, and 
that is some years  downst ream, 2, 3, or 4 years, you’re going to 
have a lot bet ter price compet ition if you have thr ee  or four or 
more hea lthy  domestic auto mak ers producing good, small, fuel- 
efficient cars. They all produce some now, but the y are  on the 
verge of producing a large perce ntage  of those cars, and you are 
going to see a lot of good price competit ion th at  perh aps we won’t *
have if we don’t act  now to prese rve a hea lthy  indus try.

As you know, Ford is coming out with  the  Escort, Chrysler with 
its K car, it ’s alread y had its Omni and Horizon, Gene ral Motors 
has its X car, it ’s coming out with a J  car in the  spring. American •
Motors has some cars. There is the  selection, the  product competi
tion and the  price competit ion downstream  th at  appe ars to be a 
very favorable prospect for Amer ican consumers and none of us, if 
you notice, have advocated a complete or even severe quota  on the 
imports, because we are aware  of th at.

We are  aware this  could affect other trade relati ons, where 
America stands to g ain. We a re basically all free tra ders ourselves,
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I believe, but  we are  not suckers, and we do worry about our 
people.

Mr. P ritchard. Mr. Pease, you wanted to say something?
CASE FOR ORDERLY MARKET AGREE MENT

Mr. Pease. Mr. Pritchard, I think  my colleague from Michigan 
makes an excellent point about the  downstream advantage s of 
allowing American companies to remain competitive. We are  fre
quent ly faced in this  Congress with  argu men ts that  we ought to 
allow milk prices or mea t prices or grain prices or something else 
to rise in the  shor t run,  so farm ers will have  enough income to 
allow them, in the  long run,  to even out the ir prices. You have 
heard that  argum ent  m any times on the House floor.

I think the re is some validity to th at  in the  field of ag ricu lture , 
and also in automobiles. I am not an economist, stat istic ian,  or 
mathematician, but  it seems to me that  under the  most extre me 
case you can think  of for an orderly market ing agreement—I mean 
really extreme—the num ber of imported cars may be cut down by 
600,000, which would mean that  people would have to buy some
what higher priced American cars, instead of those 600,000 im
ports. That’s one-tenth roughly  th e tota l sales of cars.

Now if you assume th at  the  price of the American cars th at  are  
subst ituted will be, because  they  are  bigger cars, in the  next 2 
years  would be 20 percent higher, you’re talk ing  about 20 percent 
of 10 percent , which is 2 percent of a factor  across the  board  in 
terms of automobile prices. And th at  would be an even smaller 
fraction in terms of the  to tal impac t on our cost of living.

It may be arguable  that  the  absence of th at  600,000 uni ts of 
foreign cars would lead to an overall increase in prices. I don’t 
know, I thin k you could argue t ha t eith er way.

Mr. Pritchard. Well, I think  that  some people believe, or the  
argu men t is being made that  when you have a surplus, you have 
distressed merchandise on the  market,  well, one of the  ways you 
move those things is t ha t you give reba tes and cut prices and sales 
and everything else.

So as I say, this  is an argu men t th at  the  opponents to your bill 
made, and I th ink  you should have a chance  to hi t i t headon on th e 
record, and if the re is going to be some—why, wha t are  the  tra 
deoffs in the  long run against some raise  in price now, against 
fewer m anufactu red late r, and what-have-you.

I ju st raise  this  issue because you may wan t to think a litt le bit 
about  it and come back with  a more definitive stat ement  on the 
charge  t ha t this  is going to raise  the  price of cars  to the  consumer.

Mr. Pease. Well, I’m awfully happy  that  you gave us the  oppor
tuni ty, and for myself, I would not argue th at  the re would not be 
any price in fluence  from the  restri ction  on imports.

However, when you talk about  the  glut  on the  marke t requiring  
man ufac turers to sell their  ca rs at reba te and for a  loss, it reminds 
me of the  Ford Motor Co. which lost almost  a half a billion dollars  
in one q uarter of this  year. It ’s beyond belief t ha t Ford can sustain 
th at  kind of loss each quart er for the next 2 years, and survive  as  a 
corporation. I find it very difficult, so I think  it is an investment .

Mr. Pritchard. A lot of that  was offset by profits th at  were 
made in the overseas operat ions, tha nk  goodness.
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Mr. Pease. In this  case, only about  $150 to $200 million. So worldwide, they susta ined  a substan tial  loss.

MORE CONGR ESSION AL INCE NT IVES

Mr. Pursell. If the  gent leman would yield, I might suggest in the best inte res t of the  consumer th at  Congress consider tax credits  in term s of indust rial  growth, avai labil ity of capi tal formation money in our system, so we can get pla nt expansion , get more jobs, and there fore increase the  supply, which obviously is going to b ring the price of the  automobile down in a free  marke t society a nd in a free e nterprise society.
So I thin k the re are  many more init iativ es Congress could take , as well as this  message, to help the  consumer in producing automobiles, American made, and encourage people to buy American cars in our society, throu gh tax  stru ctures,  through  capi tal formation, through other initia tives  that  have  been suggested. But we haven’t really  moved forward, and I personally  suggest th at  one of the best efforts would be a reasonable, grad ual  tax  rat e reduct ion of 5 years. I generally  don’t support the  3-year plan or a 1-year quick fix, because it ’s an  elect ion year.
I have also introduced tha t, with 84 cosponsors, to reduce the  tax rate  for 5 years, which would allow people to have some hope and stabi lity in knowing that  our tax  rat e struc tur e will be reduced, so that  people have dollars available to purchase  an automobi le, to send the ir children to college, and do the  other things th at  leave that dollar  in the ir pockets, ra ther  than  the  Government tak ing  it away from them in higher tax  increases.
So I suggest the re are  other avenues along with  this  to put  the  consumer in a position in order to bring these economic balances into place w ith foreign countries with our  economic domestic policy that  has grad uated over a plan  that  we can see and have some hope for the future  of our society.

MORE COOPERATION BETW EEN LABOR AN D MAN AG EM EN T

Mr. Pritchard. As a ma tter of fact, if you don’t do these  other things, it really doesn’t make it, to pass this  bill. This real ly has  to be just one of a series of actions taken, the  same as more cooperation between labor and management .
Mr. Wolpe. I t hin k we had b etter bring the  h earin gs to a  conclusion a t this  point.
Mr. Blanchard.
Mr. Blanchard. He’s raised an imp ortant  point on prices. I said I don’t think  anybody knows it, but  let  me make the  offer, along with Congressman Pursel l, to get the  estimates not only from the  indus try, but the  administ ration, economists, and others for your record, ra ther  th an  have us si t here and  speculate.
Mr. Pritchard. Somewhere down t he  road, before this  passes, or somewhere, th at  really is going to be the  major th rust th at  it ’s going to be put  up against . If I can read  Consumers  for World Trade, the ir arguments.
Mr. Blanchard. I think we ought to get the  various estim ates  from all sources to you and the n you can make your own judgme nt, and so can our colleagues.
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Mr. Wolpe. I would like to jus t announce the re will be the  l ast  of 
a series of hear ings taking  place before the  subcommittee tomor
row at 2 p.m. in this  room, and we will have distinguished  panel ists 
who will be assessing the  overall economic relat ionship between 
this country  and Japan.

Thank you very much.
* [Whereupon, at  5 p.m., the  hearing was adjourned.]





UNITED STATES-JAPAN ECONOMIC RELATIONS

THURSDAY, SEPTEMBER 18, 1980

House of R epresenta tives,
Comm ittee on Fore ign  Affairs , 

Subcommittees on Asia n and  P acific Affairs  and  on
Inte rnation al  E conomic Policy and  T rade,

Washington, D.C.
The subcommittees met, at 2:35 p.m., in room 2172, Rayburn  House Office Building, Hon. Lester L. Wolff (cha irman  of th e Subcommittee on Asian and Pacific Affairs) and Hon. Jona tha n B. Bingham (chairm an of the  Subcommittee on I nte rna tional  Economic Policy and Trade)  presiding.
Mr. Wolf f. The subcommit tees will come to order.
Today the Subcommittee on Asian and Pacific Affairs and the  Subcommittee on Inte rna tion al Economic Policy and Trade  is holding the  thir d in a series of hear ings  on United States-Japan economic re lations and indu strial policy.
For the  past 2 days we have been focusing on the  automobile issue and on House Concurren t Resolution 363, a resolution int roduced by the  Honorable Carl Pursell of Michigan, urging the Pre sident  to enter negotia tions with respec t to effecting a tem porary  res tra int  on the  export  of Japa nese automobi les to the United States.
On Tuesday, the  subcommittee took testim ony from Mr. Will Scott of Ford, Mr. Wendell Larsen of Chrysle r, and Mr. Robert  McElwaine of the American Inte rna tional  Automobile Dealers Association.
Both Mr. Scott and Mr. Larsen expressed support for legisla tive remedies aimed at effecting res tra ints on Japane se auto  imports.  Mr. McElwaine, however, questioned the  propriety  of circumventing procedures established by the  Trade Act of 1974 to deal with  contingencies simi lar to today’s auto  issue. He also raised the  issue of possible an tit rust violations as a res ult  of volu ntary res tra int s entered into by th e Japanese auto  m anufacturers and  the ir American subsidiaries.
Yesterday,  Sena tor Don Riegle of Michigan, as well as Representa tives  William Broomfield, Car l Purse ll, Jim  B lanchard, Rober t Davis, all of Michigan, and  Donald Pease of Ohio and Floyd Fit hian of Indiana, expressed unanimous support for legislative action of some sort  to deal with the  c urrent  au to problem.

MA NU FACTUR ED COMPONENTS

Also, during the course of the  hearing, we explored o ther actions, such as the use on a warranty  basis of American man ufac tured components and spare par ts by Japanese companies, an $8 billion 
(107)
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business, which could amel iorat e the  pres ent trade imbalance. Of 
course, we would welcome the  opinions of today’s witnesses with 
regard to th ese issues as well.

At the same time, it is our objective today to broade n the scope 
of our inquiry to include such issues as Gover nment  procedure, 
market access, nontari ff barrier s, and inve stme nt opportu nities 
and to explore both short- and long-term approaches  to the ir reso- *
lution.

As a former  businessm an, it is my belief tha t, ra th er  tha n at
temp ting to impose artificial bar riers to trad e, our mut ual  objec
tive, th at  of the  United  States and Jap an,  should be to expand *
trad e opportu nities  by increa sing ma rke t access.

DE FINING  POLICY OPTIONS

Clearly, the re are no easy solutions to the  problems which exist 
today, but we would hope that thi s series of hear ings  will help to 
clarify the  issues, to define policy options, and  to weigh the ir 
att en dant advantag es and disadvan tages.

With these  thoughts in mind, we welcome our distinguished wit
nesses: The Honorable Jim  Jones , Chairma n of the  Special Task 
Force on United State s-Jap an Trad e of the  Ways and  Means Sub
committee on Trade, whose opus we are  using very well in this 
series of hearings; the  Honora ble Robert Ingersoll, former U.S. 
Ambassador to Ja pan, who will serve  on the  f irst  panel.

On the  second panel, we sha ll have the  Honora ble Rober t Hor- 
mats, Deputy U.S. Trade Representative;  the  Honorable Robert 
Herzste in, Unde r Secre tary of Commerce for Int ern ationa l Trade; 
and Mr. Harry Kopp, Deputy Ass ista nt Secr etary  of S tate for Eco
nomic a nd Business Affairs.

I might jus t welcome this in the  form of a reunion, since the 
thre e of us  recently traveled  to Japa n with the  Presi dent . We had 
an opportunity to discuss this in some detail , but  perh aps we can 
get all these things on t he record today.

We welcome you to our panel. I am going to ask shor tly for Mr.
Bowen to take  over. We will have other members in here  very 
shortly. There  are some measures on the  floor now, plus the  fact 
th at  I am a conferee on the Foreign Assistance Act. We are  tryin g 
to split ourselves into two very difficult propositions. So, while we 
are  anxious  to deal with the  problem of automobiles,  we have to 
deal with  the  overall problems of o ur foreign rela tions and foreign 
affairs. I will have to go over the re shortly . r

Gentlem en, if you care to summ arize  your stat eme nts,  or your 
prep ared  testimony, without objection, they will be included in the  
record.

However, if you care to read  any stat ement  in toto, we are  "
delighted to have it in th at  form as well.

Our colleague, Mr. Jones, who has exercised outs tand ing leade r
ship in this connection, we ask him to speak first , if he will.
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STATEMENT OF HON. JAMES R. JONES, CHAIRMAN, TASK

FORCE ON UNITED STATES-JAPAN TRADE, COMMITTEE ON
WAYS AND MEANS
Mr. J ones. T hank you very much, Mr. Chairman and Mr. Bowen. 

I just wan t to cong ratu late  and commend the  committee for the  
hear ings  you a re holding on this very vita l issue.

The task  force which I chair, and members of which include Bill 
Frenze l of M innesota and Sam Gibbons of Florida,  issued our ini
tial  report early  in 1979. Our second task force report was issued 
just a couple of weeks ago. This par ticu lar  trade task  force was 
establi shed about  2 years ago to oversee our trade re lationship w ith 
Jap an.  I can say th at  the  second repo rt is considerably more posi
tive than  th e picture that  was painted in the  fi rst report .

LIBERA LIZING TRADE RESTRICTIONS

With the  exception of cer tain  agr icultural products and high 
technology products, our task force found that  over the  past 2x/2 
years, there has been a considerable liberal izing of trade res tric 
tions in J apa n, at  least as it per tain s to U.S. products.

On an overall basis, the  balance of trade  deficits, which was 
near ly $12 billion when our task force began, has  been reduced  to 
about  $8 billion. Our repo rt indica tes th at  if the re was some liber 
alization in Jap an,  th at  it would be reduced  ano the r $2 billion, 
part icularly if they liberalized current rest rictions  in cer tain  other 
trad e area s of agriculture and high techonology.

Overall, we found a much more open trade climate in Jap an,  a 
much bet ter  opportuni ty for U.S. business to compete in Jap an,  
par ticu larly if U.S. business made the  kind of long-term commit
men t i t takes to have access and  to pen etrate  t ha t market.

We do highlight some par ticula r problems in our report that  I 
will ment ion ju st briefly, and the n will submit to any questions the  
committee might have.

A major trade irr ita nt  between our two coun tries presently  con
cerns  th e automobile  si tuation.

TASK FORCE REC OMMENDA TIO NS

In th at  connection, our task force strongly recommended two 
things particular ly: One, th at  for the  next  couple of years, while 
the  American industry was gett ing back on its feet and becoming 
competitive again, th at  the  Japane se volu ntar ily res tric t the ir im
ports, and not expand the ir ma rke t penetra tion  in the  United 
States.

We did not spell out how th at  was to be accomplished, because 
we thought that  might not be the  best way to approach it, but  we 
strongly recommended this  privately and publicly.

I think  the re have been some positive developments in that 
connection. A few days ago, th e labor union representing Japanese  
autoworkers came out publicly in favor of some volun tary  r est raint 
of exports to the  United States, as well as coming out in favor of 
capi tal investment in the  United States in automobile par ts and 
assembly. Tha t was a positive s tep. i



Then, jus t yesterday, one of the auto mak ers along with  the Gov
ern me nt indicated th at  the re would be a reduc tion in the  exports 
to t he  U nited States.

So, I think the  Japa nese are  taki ng this  seriously  and reducing 
the ir mar ket penetration, at  leas t in the  s hor t t erm .

The other thing we recommend very strongly is th at  the Ja pa 
nese use the  excess dollars made on sales of autos in the  Unite d 
States , for c apital  investments in the  Uni ted State s, part icularl y in 
the  par ts production business.

REP LAC EMENT  PARTS

In the  next 5 years, it is estim ated  th at  replacem ent par ts for 
Japa nese automobiles in the  United States could be an $8 billion a 
yea r business. We strongly suggested th at  the  repla cement par ts 
productio n occur in the  Unit ed States . Th at would be labor inten
sive, which would help our unemployed autow orker s and we think  
it would also help the  Jap ane se auto mak ers in the ir inventory 
situat ion.

As far  as ano ther major  irr ita nt,  th at  is the  negot iations  on 
telecommunications , to brin g Nippon Telephone  & Telegraph into 
the  Government Proc urem ent Code. Those negot iation s must be 
concluded by the  end of this  year, or our Governme nt has th re at 
ened to deny Japa nese  the  access to Governme nt procurem ent in 
the  Unite d States. The negot iation s have not gone part icularl y well 
in our view up unt il recently .

We have hopes th at  some of the  things th at  are  being said will 
res ult in agreem ent, but  we have been very explicit, and I thi nk  
this  subcommittee  may wish to address this question also. We have 
been very explicit th at  if negot iation s are  not successfully conclud
ed by the  end of the  year,  th at  Congress will not do anything to 
lengt hen the time for the  negotiat ions, and  th at  Congress will in 
fact back up the  adm inis trat ion with  regard to denying Federal 
procurem ent access to the  J apan ese.

LON G-TERM  SOLUTION

In the  long term, I thin k the  kinds of things  th at  need to be done 
can be accomplished by both  specific legislat ive action, as well as 
structur al changes th at  will occur outside of t he legislative  realm.

For example, we are going to have to do someth ing about capita l 
inve stme nt and capi tal formation in the  Unit ed States. We are 
going to have to do som ething  about  produc tivity  so th at  we can be 
more competitive. Our American business is going to have to do 
something about the qua rterly  earn ings  report and the  bondage 
th at  th at  puts them  in with  regard to the ir shareholders, because 
to pen etra te the  Japane se ma rke t requires a long-term commit
ment.

We a re going to have to be more conscious about  quality. We a re 
going to have to be more conscious about service afte r the  sale, 
which is very imp orta nt to the  Japa nese . Those are  the  kinds of 
thin gs we are going to have to do on our side.
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POLITICS AFFE CTS TRADE

With regard to the  Japanese, they  a re going to have to recognize 
more the political implicat ions of the  trade imbalance th at  they 
have had. They are  going to have to brea k up perhaps the  old boy 
network which exists with regard to cont racts  and how they are 
issued. They a re going to have to open up the ir markets, such as in 
high technology. They are going to perhaps have to have more of 
an emphasis on consumerism tha n they  have had before, which 
will be to th e advantage  of the United States.

Overall, this  repo rt is optimistic, th at  we ar e eventually going to 
have a more even t rad e balance between our countries . I th ink that  
if we will do our par t, and if t he Congress and our adm inis trat ion 
can keep the  pressure  on both governments , it is a much bet ter  
outlook in the  decade of the eighties tha n it was in the  decade of 
the  sixties and the  sevent ies.

Mr. Wolff. Thank you ve ry much, Congressman Jones.
Ambassador Ingersoll?

STATEMENT OF HON. ROBERT S. INGE RSOLL, FORM ER U.S. 
AMBASSA DOR TO JAPAN

Ambassador Ingersoll. Thank you very much, Mr. Chairman.
On behalf of the  United State s and  Japanese members of the 

Japan-United State s Economic Relations Group, I would like to 
express our appre ciation for the  opportuni ty to testify  before your 
subcommittee today.

Our group feels t ha t the  policymakers and public at  la rge in both 
countries need to be reminded of the  fund amental  impor tance of 
the  bila tera l rela tionship  and the  underlying reasons for the  com
plex problems we face if we are  to provide effective long-term 
solutions. We are encouraged by the  increasing interest on the part 
of t he long-term United State s-Japan relationsh ip, and the  impor
tanc e of developing a comprehensive, forward-looking approach to 
the  management of the  U nited  S tates-Japan al liance.

Our group is a bila tera l group chaired join tly by myself and 
former Minister for Ext ernal Economic Affairs Ushiba establi shed 
in the  Carte r-Ohira joint communique of May 2, 1979. The U.S. 
members are  A. W. Clausen, pres ident of the  Bank of America; 
E. W. Spencer, chairman of Honeywell, Inc.; a nd Dr. Hugh Pat rick  
of the  economics depa rtm ent  a t Yale Univers ity.

The Japa nese members are  Shuzo Muramoto, pres ident of Dai- 
Ichi Kangyo Bank  Ltd.; Akio Morita, cha irman and chief executive 
officer of Sony Corp.; and  Kiichi Saeki, pres ident of Nomura Re
search Inst itute .

UNITED STA TES-JAPA N ECONOMIC RELATIONS GROUP

The man date  of th is group is to submit to the  Pres iden t and the 
Prim e Minister recommendations that  would help to mainta in a 
hea lthy  long-term bilate ral  economic relationship. The group has 
und erta ken  a research  agenda of specific studies and held thre e 
bila teral meetings in the  las t year. A fourth  and final meeting this 
yea r is scheduled for November 20 through  23 to complete our 
report to th e Pres iden t and the  P rime Minister.
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As we nea r the completion of our report, the United States  and 
Japa nese members of the group expect to devote more time to 
developing grea ter public and  priva te sector unde rstan ding  of th e 
conclusions and recommendations contained in our report .

I am part icularly  encouraged by the  excellent working atmos
phere  which the group has developed in approaching the complex 
issues which define our bila tera l economic relationship. The fact 
that  eight private c itizens can agree on so much makes me optimis
tic about creating the  kind of “productive par tne rsh ip” which the  
late  Prime Minist er Ohira recognized would emerge  as the  founda
tion of our b ilate ral relationship.

I should point out that  we in the  group are  not alone in working 
toward  this objective. This committee, and other organizations like 
the  Advisory Council on Japan-United States Economic Relations, 
have played a major role in developing a broader understanding of 
economic issues with in the  context of our overall economic, politi
cal, and security relationship.

As a resu lt of its consul tations the  group has reached agreement  
on c erta in basic principles th at  should underlie the  futu re manage
men t of the bila tera l economic relatio nship . These principles con
sti tut e the  foundation on which the  group’s specific recommenda
tions  on part icular issues will be made.

COMMON POLITICAL AND ECONOMIC INTERESTS

The United  State s and Japa n shar e common fundamental demo
crat ic political interests and economic free marke t principles. Both 
countries also shar e an intere st in the  mainten ance of a stable  
internatio nal  political system and global free trade  and capital 
flows. The  sim ilarity  and c omplementari ty of the  two largest econo
mies in the  free world also give both countries  an inte rest  in the  
preservation of a healthy  bi latera l relationship.

In support of these  domestic, global, and  bilate ral  interests, both 
countries should a ffirm and stre ngthen  these common funda mental 
political  and economic va lues and inte rest s at the  highest levels. In 
today’s world, commitments  to par ticip atory democracy, priva te 
ownership, and entrepreneursh ip, and compet ition in the  free 
marke t a re all too scarce.

SHARED RESPONSIBILITIES

In addition, both countr ies should commit themselves to the 
shar ed responsibility of ma inta ining a stable  and open inte rna tion
al and  political and economic order in accordance with the respec
tive stren gths  of each country . Both countries benefit from global 
efforts to combat protectionism, und erta ke positive and effective 
programs of structural adjustment, and  liberalize capita l flows. 
Finally, both countr ies should reaff irm the  fundamental impor
tanc e of the  b ilatera l political, economic, and  security relationship.

There are  differences between our two societies, and I would ju st 
summarize  to say that  the  Japane se look at  security more in eco
nomic terms. We look a t it more in mili tary  terms. However, 
concern for national  economic secur ity has emerged only recent ly 
in the  United  States, with  the  recognition of our dependence on
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imported oil and increasing concern with access to global supplies  
of othe r s trateg ic raw materials.

IMPORTANCE OF ENERGY ISSUE

Ja pa n’s independence on Middle Eas tern  sources of oil and  U.S. 
foreign policy objectives in the are a may provide a critical tes t of 
the  bila tera l relationship. The impor tance  of the  energy issue in 
United State s-Japan relat ions  cannot be overstated. If a shor tfall  in 
oil supplies should occur, without an effective cooperative  system 
for shar ing limited  supplies, the  United States and Jap an  as the  
largest customers for oil in inte rna tional  markets would compete 
direct ly for that  residual  oil.

In our consulta tions, we have reviewed a num ber of are as where 
greate r bila tera l and multil ate ral  efforts are  necessary: Conserva
tion measures; investment in extractio n and tran sportat ion; R. & D. 
for alte rnative  energy sources; stockpiling and sharing  programs; 
and  contingency planning  for small and  large shortages. On the  
U.S. side, we should explore a swap agre eme nt with  Jap an  for 
Alaskan oil, and resolve the  domestic debate on nuclear energy to 
keep it a viable option.

Our Group is united in believing th at  Japan must play a more 
active inte rnation al role in mainta inin g the  global system of free 
trade and capital flows from which it benefits. Ja pa n’s rapid  post
war rise to the  forefront of the  expanding inte rna tional  economy 
has increased competitive challenges and  adju stment problems for 
Japa n’s t rading par tne rs who feel th at  Ja pa n’s public and private 
sector drive for internatio nal  expansion has not been matched by 
simi lar efforts to encourage the  expansion of foreign part icipa tion 
in the  Jap anese economy.

Our group is convinced th at  Japanese economic policy should 
increase its support for the  internatio nal  trade and financial 
system, and assume  a gre ate r responsibility  for the  adju stment 
burden.

QUALITATIVE AND QUANTITATIVE IMPROVEMENTS

Japanese trad e policy should stress qua lita tive  and qua ntitativ e 
improvement in J apanese imports from the  developed and underde
veloped world. J ap an ’s capital  libera lization program should active
ly encourage foreign investment in Jap an, Japane se investment 
overseas, and a gre ate r reserve curre ncy role for the  yen.  J apanese 
aid policies require a sub stan tial  improvement in the  size and 
scope of current  foreign assistance programs and a change in focus 
away from narrowly defined expor t promotion and  resource  e xtrac
tion interests  toward unt ied aid through mu ltil ate ral  institutions.

On the othe r hand,  the  United States mus t recognize the  global 
diffusion of power in which America  no longer holds its former 
predominant position. Too often the  United  S tates has been seen as 
failing to adequately consu lt its allies when acting in economic and  
strat egic  matter s affecting the ir interests. If the  United States 
expects its allies to sha re in the  burdens of global  leadership, the  
allies  have a right to sha re in the  defini tion of the  goals of the  
alliance and the  means of implementing these  goals.
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Unilaterally , U.S. actions weaken  ra ther  tha n stre ngthen  the 
alliance , and create  public perceptions of a “bullying” United 
States  and “selfish” allies. U.S. policies should read just to the 
change in relativ e power and clearl y dem onst rate  the  seriousness 
with which it views the  bilate ral  relat ionship in the  formation of 
domestic and internation al economic policy. U.S. economic policy 
should stres s improved domestic economic performanc e and trad e *
expansion rat her tha n trade res tra int .

ADJUSTMENT ASSISTANCE

Adju stment assistance  progr ams should be limite d in durat ion, 
and encourage adjus tmen ts to changing compet itive positions 
ra ther  tha n subsidize inefficiency. U.S. energy policy should recog
nize Ja pa n’s vulnerabi lity and increase bila teral cooperation on 
issues of price stabil ity and supply guarantees.

We are  encouraged by the  growing int ere st in this  country in 
rebui lding the indu stria l base of the  Ameri can economy. As the  
national  debate on a comprehensive stra tegy  to addre ss the  funda
men tal problems of the U.S. economy develops, we will be suppo rt
ing the  efforts of the  Congress to define specific policies and pro
grams. Our own recom mendations will identify  our area s of con
cern in the  manag ement  and  perform ance of the  U.S. economy. 

gr ou p’s recomm endatio ns

Firs t, the continued high ra te  of inflation  has seriously distorted 
savings and investment pat terns,  and mus t be addressed as the  
first priorit y.

Two, the  level of savings is the  lowest in the  developed world, 
and mus t be raised thro ugh  a combination of incentives such as the  
phased removal of regulation  Q, and the  removal of disincentives 
in the  Tax Code.

Three, increased capi tal formation is crit ical  to rebuilding the  
economy and must be s timulated  through  a compreh ensive package 
of fas ter deprecia tion schedules , refundable  tax  credits, lower cor
porate and  capital gains rate s, and other measu res.

Four, increased R. & D. is necessary to develop new indus tries 
and incre ase product ivity in existing industries, and  must  be en
couraged through incentives for govern ment, indu stry,  and aca
demic w ork on basic science thro ugh  ind ust rial  renovat ion.

Five, increasing U.S. produc tivity is essen tial in maintain ing 
U.S. competitiveness at home and in foreign mar kets and must  be *
made a nation al priority.

Six, the regulato ry burd en on U.S. indu stry  mus t be reduced to 
encourage grea ter compet itive efforts on the  pa rt of U.S. firms.

The discussion of the bil ate ral  trad e balance in the  recen t House 
Ways and Means Trade Subcommittee rep ort  begins by noting 
that:

From  an  economic point of view, a bil ate ral  me rch and ise  tra de  defici t should not 
be an  object  of gre at concern, as long as a na tio n’s world wide cu rre nt  account— 
goods and services—is in rough bala nce.  This economic tr ut h,  howev er, is a politica l 
falsi ty.
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POLITICAL CONSEQUENCES

The group is aware  of the  potential political consequences of th e continued bila tera l merchandise trad e imbalance, yet we hope th at  the executive and legislative  branches will play a more active  role in educating the ir colleagues and the  publ ic on the  global dynamics of trad e and payments flows, and the  benefi ts that  come from inte rna tion al trade .
In conclusion, the  change in the  na ture of th e bilate ral  rela tionship to a more long-term coordinated  alliance managem ent system requires fundamental  changes in atti tudes more tha n alte rat ion s of statutes , programs, and institutions. Policymakers, their  cons tituencies, and the  public at large in both countries must lea rn to put trad itional  domestic issues in a broader, more long-term int ern ational context.
This shift  in focus presents an enormous political challenge as the  domestic costs and  benefits of a policy issue are  often direct, immediate, and concen trated, while the  b ilat era l costs and benefits  are  largely indirect,  long term, and diffuse.
A s tronger bila tera l relat ionship is fundamental ly in both  countrie s’ national  interest and not simply inte rna tional  rheto ric. The burden of changing the  perspective of the  impor tance  of the  bilatera l relat ionsh ip must  be spread among policymakers , cons tituent  groups which par ticip ate in the  policy process, and the  public at  large.
Even with this  change in attitudes, the re remain areas of major differences between the  United State s and Japan which mus t be resolved in ways which encourage cooperation ra ther  t han conflict.We are gratif ied th at  this  committee is tak ing  the  lead in the  important education process. We look forward  to working closely with  you. I hope we may be invited to te stify again  a fter our repo rt is submi tted to the  Pres iden t and the  Prim e Minis ter late  this  year.
[Ambassador Ingerso ll’s pre pared  s tate ment follows:]
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P repared  Statement of Hon . Robert S. Ingersoll, Former U.S. Ambassador 
to J apan

introduction

On behalf of the US and Japanese members of the Japan-US 
Economic Relations Group I would like to express our appreciation 
for the opportunity to testify before this Subcommittee today.
The Group feels that the policy makers and public at large in 
both countries need to be reminded of the fundamental importance 
of the bilateral relationship and the underlying reasons for 
the complex problems we face if we are to provide effective 
long-term solutions. We are encouraged by the increasing 
interest on the part of these Subcommittees in the broader 
considerations of the long-term US-Japan relationship, and 
the importance of developing a comprehensive forward-looking 
approach to the management of the US-Japan alliance.
HISTORY AND MANDATE OF THE GROUP

The Japan-US Economic Relations Group is a bilateral group 
chaired jointly by myself and former Minister for External 
Economic Affairs Ushiba established in the Carter-Ohira Joint 
Communique of May 2, 1979. The US members are A. W. Clausen, 
President of the Bank of America; E. W. Spencer, Chairman of
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Honeywell, Inc.; and Dr. Hugh Patrick of the Economics Department 
at Yale University. The Japanese members are Shuzo Muramoto, 
President of Dai-Ichi Kangyo Bank Ltd.; Akio Morita, Chairman 
and Chief Executive Officer of Sony Corporation; and Kiichi 
Saeki, President of Nomura Research Institute.

The mandate of this Group is to submit to the President 
and the Prime Minister recommendations that would help to 
maintain a healthy long-term bilateral economic relationship.
The Group has undertaken a research agenda of specific studies 
and held three bilateral meetings in the last year. A fourth 
and final meeting is scheduled for November 20-23 to complete 
our report to the President and Prime Minister. As we near the 
completion of our Report, the US and Japanese members of the 
Group expect to devote more time to developing greater public 
and private sector understanding of the conclusions and 
recommendations contained in our Report.

I am encouraged by the excellent working atmosphere which 
the Group has developed in approaching the complex issues which 
define our bilateral economic relationship. The fact that eight 
private citizens can agree on so much makes me optimistic about 
creating the kind of "productive partnership" which the late 
Prime Minister Ohira recognized would emerge as the foundation 
of our bilateral relationship. I should point out that we in 
the Group are not alone in working toward this objective.
This Committee, and other organizations like the Advisory Council 
on Japan-US Economic Relations have played a major role in developing
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a broader understanding of economic issues within the context 

of our overall economic, political, and security relationship.
BASIC PRINCIPLES

As a result of its consultations the Group has reached 
agreement on certain basic principles that should underlie 
the future management of the bilateral economic relationship.
These principles constitute the foundation on which the Group's 
specific recommendations on particular issues will be made.

1. Shared Global Interests and Responsibilities
The US and Japan share common fundamental democratic 

political interests and economic free market principles.
Both countries also share an interest in the maintenance of a 
stable international political system and global free trade and 
capital flows. The similarity and complementarity of the two 
largest economies in the free world also gives both countries 
an interest in the preservation of a healthy bilateral relation
ship.

In support of these domestic, global and bilateral interests, 
both countries should affirm and strengthen these common fundamental 
political and economic values and interests at the highest levels.
In today's world, commitments to participatory democracy, private 
ownership and entrepreneurship, and competition in the free market 
are all too scarce. In addition, both countries should commit 
themselves to the shared responsibility of maintaining a stable 
and open international and political and economic order in 
accordance with the respective strengths of each country. Both
countries benefit from global efforts to combat protectionism.
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undertake positive and effective programs of structural 
adjustment, and liberalize capital flows. Finally, both 
countries should reaffirm the fundamental importance of 
the bilateral political, economic and security relationship.

2. Difference in Perspectives
This commonality of interests and values must be 

viewed in light of several important differences in per
spective. It is often these differences which in recent 
years have highlighted areas of conflict rather than 
cooperation and pulled and, at times torn, the fabric 
of the relationship. The two most significant differences 
are concepts of national security interests and differences 
in the system in each country. These are the areas of 
continued strain which will provide the critical test of efforts 
to improve the management of the bilateral relationship.

The concept of national security is defined in different 
terms in every country. Japanese national security has 
traditionally been defined in terms of economic security: 
access to export markets and supplies of energy and raw 
materials. Concern with military security, until recently 
relegated to the bilateral Security Treaty, remains confined 
to the defense of the home islands. At the other extreme,
US concepts of national security have focused almost ex
clusively on military security: the bilateral and allied 
response to Soviet military threats. Concern with national 
economic security has emerged only recently with the 
recognition of our dependence on imported oil and increasing



concern with access to global supplies of other strategic 
raw materials.

Japan's dependence on Middle Eastern sources of oil and 
US foreign policy objectives in the area may provide a critical 
test of the bilateral relationship. The importance of the 
energy issue in US-Japan relations can not be overstated. If 
a shortfall in oil supplies should occur, without an effective 
cooperative system for sharing limited supplies, the US and 
Japan as the largest customers for oil in international markets 
would compete directly for oil.

In our consultations we have reviewed a number of areas 
where greater bilateral and multilateral efforts are necessary: 
conservation measures, investment in extraction and transportation, 
R & D for alternative energy sources, stockpiling and sharing 
programs, and contingency planning for small and large shortages.
On the US side, we should explore a swap agreement with Japan 
for Alaskan oil, and resolve the domestic debate on nuclear energy 
to keep it a viable option.

The domestic political structure which defines economic policy 
is different in each country. While the US and Japan share 
fundamental economic principles, there are considerable differences 
in the economic structures, political constellations of interests 
which represent them, and the decision making proces. The 
problems of energy, inflation, recession, and structural adjustment 
in industries threatened by imports have a different economic and 
political impact in each country, and generate a different policy 
response through a different process. The attempt to resolve these



differences on a bilateral basis has been the source of major 
conflicts in US-Japanese relations.

The day-to-day test of the operational level of alliance 
management between the US and Japan continues to be in the 
ability to resolve national differences in macroeconomic 
policy and industry sector structural adjustment. In three 
categories of issues: US imports from Japan (steel and autos), 
Japanese imports from the US (NTT and agriculture), and 
macroeconomic policy (coordinated growth targets and foreign 
exchange rate management) the research done for the Group 
highlights significant problems in current mechanisms for 
bilateral dispute resolution.

The successful transition to a more long-term comprehensive 
"alliance management" style in the bilateral relationship will 
require a commitment in both countries to review their perceptions 
of and policy responses to domestic, bilateral, and global 
economic issues.

3. The Internationalization of Japan
Our Group is united in believing that Japan must play 

a more active international role in maintaining the global 
system of free trade and capital flows from which it benefits. 
Japan's rapid post-war rise to the forefront of the expanding 
international economy has increased competitive challenges 
and adjustment problems for Japan's trading partners who feel 
that Japan's public and private sector drive for international 
expansion has not been matched by similar efforts to encourage 
the expansion of foreign participation in the Japanese economy.



Our Group is convinced that Japanese economic policy 
should increase its support for the international trade and 
financial system, and assume a greater responsibility for the 
adjustment burden. Japanese trade policy should stress 
qualitative and quantitative improvement in Japanese imports 
from the developed and underdeveloped world. Japan's capital 
liberalization program should actively encourage foreign 
investment in Japan, Japanese investment overseas, and a greater 
reserve currency role for the yen. Japanese aid policies 
require a substantial improvement in the size and scope of 
current foreign assistance programs and a change in focus 
away from narrowly-defined export promotion and resource 
extraction interests toward united aid through multilateral 
institutions.

4. The United States in an Interdependent World
The US must recognize the global diffusion of power in 

which America no longer holds its former predominant position. 
Too often the US has been seen as failing to adequately con
sult its allies when acting in economic and strategic matters 
affecting their interests. If the US expects its allies to 
share in the burdens of global leadership, the allies have a 
right to share in the definition of the goals of the alliance 
and the means of implementing those goals. Unilateral US 
actions weaken rather than strengthen the alliance, and create 
public perceptions of a "bullying" US and "selfish" allies.
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US policies should readjust to the change in relative power 
and clearly demonstrate the seriousness with which it views 
the bilateral relationship in the formation of domestic and 
international economic policy. US economic policy should 
stress improved domestic economic performance and trade 
expansion rather than trade restraint. Adjustment assistance 
programs should be limited in duration, and encourage 
adjustment to changing competitive positions rather than 
subsidize inefficiency. US energy policy should recognize 
Japan's vulnerability and increase bilateral cooperation on 
issues of price stability and supply guarantees.

The Group feels that the improved management and performance 
of the US economy is one of the most important factors in the 
bilateral economic relationship. As long as the US economy 
suffers from inflation, recession, weak savings and capital 
formation, inattention to R & D, and low productivity growth, 
our interdependent economic relationship with Japan will 
deteriorate. The mandate of this Group is to recommend actions 
which would improve our US-Japan economic relations, yet we 
feel strongly that no set of recommendations will affect our 
relationship more than the improvement in the fundamental 
strength of the US economy.

We are encouraged by the growing interest in this country 
in rebuilding the industrial base of the American economy.
As the national debate on a comprehensive strategy to address 
the fundamental problems of the US economy develops, we will be 
supporting the efforts of the Congress to define specific policies 
and programs. Our own recommendations will identify our areas

71-028 0 - 8 1 - 9



of concern in the management and performance of the US economy:
1. The continued high rate of inflation has seriously 

distorted savings and investment patterns, and must be addressed 
as the first priority.

2. The level of savings is the lowest in the developed 
world and must be raised through a combination of incentives 
such as the phased removal of Regulation Q, and the removal 
of disincentives in the tax code.

3. Increased capital formation is critical to rebuilding 
the economy and must be stimulated through a comprehensive 
package of faster depreciation schedules, refundable tax 
credits, lower corporate and capital gains rates, and other
measures.

4 . Increased R & D is necessary to develop new industries 
and increase productivity in existing industries, and must be 
encouraged through incentives for government, industry, and 
academic work on basic science through industrial innovation.

5. Increasing US productivity is essential in maintaining US 
competitiveness at home and in foreign markets and must be made a 
national priority.

6. The regulatory burden on US industry must be reduced to 
encourage greater competitive efforts on the part of US firms.

The discussion of the bilateral trade balance in the recent 
House Ways & Means Trade Subcommittee report begins by noting 
that, "from an economic point of view, a bilateral merchandise 
trade deficit should not be an object of great concern, as long as 
a nation's worldwide current account (goods and services) is in 
rough balance. This economic truth, however, is a political falsity
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The Group is aware of the potential political consequences 
of the continued bilateral merchandise trade imbalance, yet 
we hope that the Executive and Legislative branches will play 
a more active role in educating their colleagues and the public 
on the global dynamics of trade and payments flows. If we 
overemphasize the bilateral aspects of our trade relationship we 
not only obscure the structural reasons for the short-run bilateral 
imbalance with Japan, but also run the risk of having the argument 
turned against us by our trading partners elsewhere in the world.

We are also aware of increasing political concern with the 
commodity composition of the bilateral trade relationship. In 
suggesting that some $6 billion in US agricultural and raw 
material exports makes the US, "Japan's plantation-hewers of 
wood and growers of crops," the recent US-Japan trade report 
ignores three points. First, the US enjoys an enormously 
profitable comparative advantage in these commodities. Second, 
the remaining US exports to Japan are manufactured goods with 
greater value added. And third, the US maintains an overwhelming 
global position in the international service sector trade.

The fluctuations in the yen/dollar exchange rate are the 
critical adjustment mechanism for balancing differences in US 
and Japanese monetary policies, trade and current account 
positions, and economic performance. The time lag involved 
in the so-called "J curve" adjustment process, however, often 
increases rather than decreases the trade imbalance in the 
short term. Here too there is an important educational role 
for the Congress and the Administration in explaining the domestic 
and international impact of currency fluctuations.
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In the future, yen/dollar exchange rate fluctuations are 
expected to moderate with the increasing internationalization 
of Japanese capital markets and the greater reserve currency 
role of the yen. To encourage this development, our Group 
has discussed recommendations for Japan to assume a greater 
burden in maintaining the global financial system by becoming 
more of a key currency country.
CONCLUSION

The change in the nature of the bilateral relationship 
to a more long-term coordinated alliance management system 
requires fundamental changes in attitudes more than alterations 
of statutes, programs, and institutions. Policy makers, their 
constituencies, and the public at large in both countries must 
learn to put traditional domestic issues in a broader more 
long-term international context. This shift in focus presents 
an enormous political challenge as the domestic costs and 
benefits of a policy issue are often direct, immediate, and 
concentrated while the bilateral costs and benefits are largely 
indirect, long-term, and diffuse. A stronger bilateral 
relationship is fundamentally in both countries' national 
interest and not simply internationalist rhetoric. The 
burden of changing the perspective of the importance of the 
bilateral relationship must be spread among policy makers, 
constituent groups which participate in the policy process, 
and the public at large. Even with this change in attitudes, 
there remain areas of major differences between the US and 
Japan which must be resolved in ways which encourage cooperation 
rather than conflict.

We are gratified that this Committee is taking the lead 
in the important education process. We look forward to 
working closely with you. I hope we may be invited to 
testify again after our report is submitted to the President 
and the Prime Minister in December.
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Mr. Bowen. T hank you, Ambassador Ingersoll. Although it is our  
hope to complete the  testimony of all those present  today as wit
nesses before having questions, we certainly hope you gentlemen  
will be able to stay with us for th at  if  you can.

REPLACEME NT PART S

• I would like to make one very brie f comment on the  subject of 
repla cement parts , which Mr. Jones  b rought up, and direc t a ques
tion to you.

During a recen t trip to Jap an,  I perceived in conversation with
* severa l officials ther e that  they  were taking steps direct ly toward  

removing the  tar iff  barr iers to American spare par ts in the  Japa 
nese market. I raise  this  because I happen to have a firm in my 
home town, Douglas & Lomison, which manufac tures par ts and 
accessories. I t is down to abou t one-half of it s work force.

So, that  would be encouraging  indeed to some American par ts 
manufacturers, to think  th at  we might  be able to manufac ture  
spare  par ts for Japanese  au tomobiles and in tu rn  e xport them  over 
there, or accessories and oth er equipment for cars.

Do you know of any thing in th at  direction, Jim?
Mr. J ones. The J apanese have shown a great deal of cooperation  

in reducing th e bar riers to automobiles, American automobiles into 
Japan.  I do no t know specifically if the y are  ta king the  same action 
with regard to spare part s, but  clearly  th at  ought to be done.

We are  tryin g to encourage the  Japanese to both invest  in new 
plan ts in this  country , to provide jobs here,  and to use existing 
par ts man ufac turers in the  United States to manufa cture par ts for 
Japanese cars sold here.

Mr. Bowen. T hank you.
I would like at this  time to call on Hon. Rober t Hormats, who is 

our Deputy U.S. Trade Representative, Hon. Robert Herzstein, 
Under Secre tary for Intern ationa l Trade, and Mr. Harry Kopp, 
Deputy Assis tant Secre tary, Bureau of Economic and  Business Af
fairs.

If you gentlemen  can be with  us, we would like to have you 
answer a few questions. If, on the  other hand , you have to get to 
the  floor, J im, we will unde rstan d.

Mr. Jones, before you slip away, I thi nk  the  gentleman from 
Washington, Mr. Pritchard, had  a  question he wanted to ask you, if 
you don’t mind just staying with  us for a few moments  longer.

CUTTING  BACK CAR PRODUCTION

Mr. Pritchard. Were you the  individual who said something 
about Japanese cut ting  back on some of th eir  production, car pro
duction?

Mr. J ones. Yes.
Mr. P ritchard. Do you have  an y details  on tha t?
Mr. J ones. I only have the sketchy deta ils that  were in the  

newspaper . Ambassador H ormats may wan t to comment on t ha t in 
more detail.

It was in the  Wall Street  Journa l today, and  i t was only a three-  
paragraph  story.  I t indicates th at  th ere  will be—we are expecting a 
cutback of about  200,000.
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Ambassador Ingersoll. Below the  four th quart er of last  year.
Mr. Pritchard. Is th at  from a Government  policy, voluntary 

policy, or is it  m arket action?
Ambassador Ingersoll. The Governmen t sta tem ent  will be with 

industry leaders.
Mr. J ones. To th is point, the  loop h as been closed neatly, and the 

Japa nese  Government has been making sta tem ents along this line 
for some time. We have been hea ring th at  the private indust ry 
would not go along with  tha t, bu t now we have had statements 
from Government. The indica tion is t ha t the  man ufactur ers agreed 
to th e v olun tary  re strain t as well as the  labor unions.

Mr. Pritchard. This was a group of all Government factories?
Ambassador Ingersoll. Three, Toyota, Datsun, and  Honda.
Mr. Pritchard. Tha t is very encouraging. How does th at  relate 

back to  2 percent under 1979?
Ambassador Ingersoll. I think  it is t he same, but  I have  forgot

ten. It is a reduction, but  I am not sure  wha t the  percen tage is.
Mr. J ones. It doesn’t say. I t says:
The first 7 months of the  year  exports in the U.S. rose 29 percent, to nearly 1.1 million units. In August and September, though, exports ran  about 287,000 units monthly, up 12 percent. The final quarter , the level will fall below a year earlier.
So, it  does not put a p ercent on i t.
Mr. Pritchard. My informed staff person says it ’s 2 percent. 

Well, what  do you think? I want to ask you w hat  you think  about 
this. A number of our colleagues talked to us yesterday about the 
proposal or the  resolution of Congress put ting  th e heat on Japan  to 
make th at  vo luntary cut.

Mr. J ones. We have passed a resolu tion out  of the  Ways and 
Means Committee which is a sense of Congress resolu tion, which 
deals somewhat with th at  subjec t on a broader scale. I personally 
don’t think  we ought to be legis lating for protect ionism.  I don’t 
thin k th at  does ou r consumers and  I don’t thi nk  it does our coun
try  any good. It ju st postpones the issue.

I think  what  we ought  to be doing is what we have  been doing, 
encouraging the  Japanese to recognize the  political  real ities  in this 
country, urging them to do something  on their  own to res tric t thei r 
exports, but in the process, I th ink we ought  to be rebui lding and 
making our own indu stry  more competitive, and looking at the 
situa tion more realist ically tha n we had before.

Mr. Pritchard. T hank you.
Mr. Bowen. Thank you very much, gentlemen.
I don’t know which of you gentlemen would like to go first.
Secre tary Herzstein, would you like to go first?  I enjoyed being 

with you at  the  OECD min iste rial  meeting ear lier  this year in 
Paris. I am very impressed with the  work you are  doing. We are 
happy to have your testim ony at  th is time.
STATEMENT OF HON. ROBERT E. HERZSTE IN, UNDER  SECRE

TARY FOR INTERNATIONAL TRADE, DEPARTMEN T OF COM
MERCE
Mr. Herzstein. Thank you v ery much, Mr. Bowen. The pleasure 

was certainly mutua l. I am glad th at  meeting gave us a chance to 
get to know each o ther  on a personal basis.
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I have a prepared  s tate me nt which I would like to submit for the 
record, and I will try  to summarize the  main  points of it for you. I 
should note th at  the sta tem ent  has two appendixes.  One of them is 
a resume of official non tar iff bar riers th at  we have catalogued in 
the  past, that  t he Japane se mainta in and are  s till of concern  to us.

The second attach me nt is a sta tem ent  I gave to the  opening 
session of the  Japanese auto  components buying mission, which 
sta rted a week ago Monday in Detroit. That sta tem ent  has a dis
cussion of some of the dynamics of the auto  par ts situa tion, and  I 
though t i t m ight be of in terest  to you.

That mission is complet ing its work this  week, and we will be 
having a closing press conference, probably tomorrow, here in 
Washington.

I will focus my rem arks on ma rke t access problems th at  we 
encounter in Japan  and the  kinds of actions  the adm inis trat ion can 
tak e to improve our adm inis trat ion and  overcome with  you those 
access problems.

When an American businessman looks at the opportuni ties for 
trade between the  two countries, he finds tremendous disparities 
between the  chances to sell in the  U.S. marke t and the  oppo rtuni
ties to ent er the  J apa nese market.  If you ask a Japanese business
man or an American businessman which ma rke t he would ra ther  
sell in, usual ly both of them would say they  would ra ther  sell in 
the  U.S. market.

This preference is due to a great vari ety  of factors  a nd is not the  
sort  of thing  th at  can be changed overnight. Some of it is due to 
official bar riers th at  stil l remain in Jap an. Some of it is due to 
inst itutional, struct ura l, and cul tural factors  which we are  only 
now beginning to understand, after year s of try ing  to  lower official 
barriers, to get tari ffs down, and to elim inate non tar iff bar rier s.

We realize th at  these  measures are  not enough to star t the  flow 
of tr ade  taking place, and  many  American businessmen, the  Com
merce Department, and other areas of the  Governmen t are  begin
ning to take a closer look at wha t can be done with  these  other 
factors.

CONSE QUENC E OF DISPARITIES

Before I get into those a litt le more, let me summarize  the  
consequences of the  disparities , which are  increasingly  dramatic. 
While the  United States is the  world’s leader in telecommunica
tions  equipment, for example, very litt le such equipment is sold in 
Jap an.  In automobile products, Jap an  sel ls $55 worth  in the  U nited  
Stat es for every dolla r of auto  products it purchases from us. There 
are  about  $11 billion of Japanese sales in this  market, and under 
$200 million in sales by the  United Stat es of autos and par ts to 
Jap an.

The United Stat es is principally an exporte r of agr icultural prod
ucts and raw materi als  to Japan,  even though U.S. exports  to the  
res t of t he world are  70 percent man ufac tured goods. The United 
Stat es has an unbroken  strin g of trade  deficits with  Japa n since 
1965, which now accum ulates to about  $60 billion. This year, the 
U.S. deficit with  Japa n is likely to be close to $10 billion, which 
will be one-thi rd or more of our global 1980 tra de deficit.

After  World War II, Japa n used tariff s, quotas, exchange con
trols, governmental guidance, and other direct and indirect official
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barrier s to imports  to prote ct Ja pa n’s growing industries , unt il 
they  reached  a scale and efficiency th at  would enable  them  to 
compete with anyone in the  world.

We have seen a pat ter n in one ind ustr y after ano the r in which 
the  Japa nese  market is effectively closed to outside competition 
while th at  industry goes throug h th at  critic al muscleb uilding  stage 
and, of course, by the time  the  ma rke t opens, it is very difficult  for 
foreign products to get a  toehold. *

OFFICIA L BARRIERS GON E

Today, most of these  official ba rriers  are  gone, and Ja pa n’s •
ma rket has become open in the  sense of official bar rier s, official 
laws and regulatio ns. This has been par ticu lar ly tru e in the  places 
where Jap an  has been able to build  highly  compet itive indust ries.
Some official barr iers , however, still  remain, and our continuing  
trad e deficits with Jap an  underscore  the  unac ceptabili ty of these  
bar rier s to U.S. exports.

They are  part icul arly  agg rava ting  in produc ts such as telecom
munica tions equipment, man ufac ture d tobacco, da ta communica
tions services, processed foods, citr us products, and  so on, in which 
the  United State s has a comp arativ e adva ntag e and  should be 
doing be tter in the  Ja pan ese  m ark et, as it does elsew here.

The official nonta riff  bar riers are  summarized, as I mentio ned, in 
the  appendix to my stateme nt, and  I won’t go into the m fur the r 
here  except to note th at  they  are roughly classifia ble into four 
categories: Qua ntita tive restrictions; burden some customs clear
ance procedures; unreasona ble product approv al procedures; and 
Govern ment procu rement pract ices which give prefe rence  or exclu
sive access to J apan-mad e goods.

Of gre ate r importance tha n thes e resid ual official bar rie rs to 
trade , in term s of our overall  trad e, we feel th at  of g rea ter  impor
tance  these  days are these priv ate  sector, non tar iff bar rie rs which 
res ult from the  stru ctu re of Jap ane se indust ry and a vari ety of 
inst itut ional factors in Jap an.  Jap anese  buyers have, for example, 
a deeply ingrained prefere nce for Japane se goods over foreign 
goods.

This prefere nce is, to indulge  in a litt le am ate ur sociology, prob
ably a res ult  of the stron g Jap ane se efforts since World War II to 
build their  indus try up, and cer tain ly is reinforced by the  rem ark 
ably cohesive nat ure  of Jap ane se society, the  abili ty to work to
geth er as a people, and their  sense of an overal l nat ion al purpose 
toward  which every individual is directed.

INTEGRATED JA PA NE SE INDUSTRY

Another factor which we feel quite  imp ortant  is the  highly  inte
grate d na tur e of much of Jap ane se industry,  so th at  a comp uter ,
company, which might be a good customer for American semi
conductors, ends up havin g its own int ern al supply  of these prod
ucts, either within  its own company or the  family of companies 
with  which it is affi liated, directly or indirec tly, thro ugh  some kind 
of ownersh ip arran gement.

Even ap art  from ownership arra nge me nts  and  s tru ctu ral  inte gra
tion, the re are  family relati onsh ips, very close buyer -seller  rela-
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tions, even among companies th at  are  not otherwise legally affili
ated. The loyalty th at  grows between a Japane se company, let ’s say 
an automo tive ma nuf actu rer and his family of par ts suppliers, is 
reall y quite remarka ble, and very difficult  for a foreigner to pene
tra te,  even if he has products available on a basis th at  is competi
tive in term s of quality and price.

This is a factor  which I thi nk  we are  finding  especially signifi
can t with the  auto  companies. Another  factor  is access to technol
ogy and the  ability to acquire  companies th at  have imp orta nt 
technology or productive facilities.

The Japa nese companies can acquire technology ra ther  freely in 
this country , and they  can acquire  small  companies such as some 
of the  small semicond uctor companies  on the  west coast. Through 
th at  method they  can keep themselves up to date  on the  best of 
wha t we have  availa ble in this  country.

It is very difficult  in practice for Ameri can firms to gain equiva
len t access to wha t is going on in Jap an.  We have hear d some 
evidence recently, on which we don’t yet have full details,  th at  the  
Japane se in some indu strie s are  in a position to negot iate individ
ually  with Ameri can companies to buy their  technology, and when 
the  Japa nese get it, the y shar e it among themselves, whereas an 
individual Ameri can company th at  might be getting a cross license 
from the  Japane se is not  in a position to sha re it in this  country.

As a  resul t, any Jap ane se company would have the  benef it of all 
the  licenses obtained from American companies, whereas an 
Americ an company would only get what he has  been able to bar 
gain for individually.

GOVERNMENT WORKING WITH INDUSTRY

Then, of course, finally,  we heard a litt le bit about  the  complex 
Japane se distr ibut ion system, which does indeed operate as a very 
signifi cant ba rri er to American suppliers. Most Americ an compa
nies have been unab le to overcome thes e obstacles on the ir own, 
and there fore the  Governme nt is working  with  industry in a var i
ety of ways which we hope  wil l h ave a signi ficant impact.

I will summ arize those  very briefly, and we can go into them  
fur the r if you wish lat er  on.

Basically, we feel it is necessary to coordinate the  use of several 
existin g tools th at  the  Gove rnme nt has. The firs t is effective and 
vigorous implementati on of the  MTN codes, in order  to gain as 
much access as possible to the  Jap ane se ma rke t for American 
industry unde r the  le gal provisions of those codes.

Second is our  use of vario us trade promot ion devices which we 
have had availa ble in thi s country, adm inis tered by the  Commerce 
Depa rtmen t, or some which are being bui lt up subs tant ially  with 
the  renewed foreign service.

Third is use of the  joi nt Uni ted States- Japan Trade  Facil itation 
Committee, which is operated  join tly by the  U.S. Commerce De
par tment  and the  Jap ane se Ministry of Inte rna tional  Trade  and 
Indus try. The Trad e Faci lita tion  Commit tee provides a forum in 
which American expo rters  can seek resolu tion of problems they  
have with Japane se tra de  practices . To date  it has  been successful 
in a dozen or so ind ividua l cases.
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One of the  advantages of this committee is th at  it enable s an 
individual  trad e problem or access problem to be explored very 
effectually. One doesn’t necessarily know ahea d of time wha t is 
causing the problem. The Americ an busin essman feels th at  he has 
a problem with a product which should  sell. If i t is priced competi
tively and is not selling, the  TFC allows us to inves tigate  the 
reasons and see w hat issues unde rly them.

In some cases, such as telecom munic ations  and tobacco, cases 
th at  started  as trad e facili tation  cases uncovered a genui ne and 
very significant trad e policy issue, which was the n picked up by 
the U.S. T rade  Repre sentat ive and tak en up with the  Jap ane se on 
a negotia tion basis.

TRADE FACILITAT ION  COMM ITTEE

We feel th at  we need to use the  Trade Facil itation Committee 
increasingly to address these  cul tural and str uc tur al ins titu tion al 
barr iers,  ra ther  tha n jus t the  official bar riers th at  have norm ally 
been the  su bject of TFC attent ion  in the  past.

TFC gives us the  oppor tunity to enli st the  cooperation of MITI 
and othe r Japane se Government  agencies in efforts to overcome 
such obstacles as we are  able to uncover. The Japane se Govern
ment  has been cooperative in these efforts, and we look forward to 
more cooperation with it.

Our work on the  Japane se auto  par ts mission is one examp le of 
our efforts to coordinate these  tools I mentioned. Ear ly last 
summer,  Ambassador Askew was successful in negotiating elimina
tion of cer tain  residual res tra int s in Japa n to imports of auto 
mobiles and parts , so th at  was one use of the  f irst  tool.

TRADE PROMOTION WORK

We the n followed th at  up with  tra de  promotion work, working 
with  U.S. par ts suppliers to make  them aware of possible opportu 
nities  for sale to t he Japa nese , and  to let them  know of ou r willing
ness to work with them, atte mp ting to crack the  Jap ane se mark et.

As pa rt of these promotion efforts, we have arrang ed for the 
buying mission th at  is in this  country  now. The thi rd tool, trad e 
facilitation,  we intend  to use to follow up on the  efforts  of this 
par ts buying  mission for 2 years, remaining in contact with each of 
the  companies in the  Unite d States and Japa n th at  have  part ici
pated in the  mission, find out what kind of resu lts they were able 
to g et f rom it, and in cases where it was not productive , explore  the 
reasons.

We feel th at  will teach us a good deal about  the  problems  unde r
lying U.S. access to the Japa nese mark et.

EXPORT TRA DING COMPANY

Finally , I might  jus t mention , we hope the re will be a four th 
vehicle availa ble in the  nea r future, and th at  is the  expo rt trad ing  
company. We feel it offers a good opportuni ty for assis ting U.S. 
business to gain bet ter access to the  Japane se ma rke t over some of 
these  struc tur al and inst itut ional bar riers th at  we e ncounte r there . 
We feel th at  the  export trad ing  company will allow man y Ameri
can businesses who aren ’t in a position to put  in the  treme ndous
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amount of time  and money that  is necessary to learn the  Japanese 
system to get access th roug h a join tly held vehicle th at  will become 
the  ex pert  and will do the  work for them.

One large  auto  par ts manufacture r told me last  week that  his 
company has been in Jap an  for 6 years a t a cost of abou t $1 million 
a year  with  a warehouse, so th at  it would be ready to supply 
Japanese automak ers on a daily basis if necessary  and  avoid any 
distr ibut ion problems.

Its sales are  still  almost  nil, he said. He hopes they will be 
bette r. He is willing to keep trying. That is an example of the  
enormous resources tha t a re necessary.

Tha t pre tty  much  concludes my summary of th e stat ement , Mr. 
Chairman. I will be glad to answer any fur the r questions if  you 
would like.

Mr. Bowen. Tha nk you, Secretary Herzstein. I und ers tand th at  
you will have to leave, and may not be able to stay  with  us for all 
of this, but as long as you can be w ith us, we will be happy to have 
you. Without objection your ent ire  sta tem ent  will be included in 
the  record.

Mr. H erzstein. Thank you.
[Mr. Herz stein ’s prepa red sta tem ent  follows:]
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P repared Stateme nt of Hon . Robert E. H erz ste in, Unde r Secretary for 
International  Trade , Depa rtm ent of Comm erce

I appreciate this opportunity to discuss with you D.S.-Japanese trade, the 

problems it poses for us, and what we are doing about it. You have already 

heard from Deputy U.S. Trade Representative Robert {formats, who has 

discussed issues such as government procurement and automobiles. I will 

focus my  remarks on market access problems, non-tariff barriers, and the 

actions the Administration is taking to improve our trade position with 

Japan.

There are dramatic disparities in market access between the United States 

and Japan. While the U.S. market is open to Japanese producers, many areas 

of the Japanese market are effectively closed to U.S. producers. These 

disparities are of extreme concern to American business, the Executive 

Brandi, and the Congress.

Some of the consequences of these disparities are notable:

o While the United States is the world leader in teleooranunications 

equipment, little such U.S. equipment is sold in Japan.

o Japan's purchases of U.S. semiconductors represent a very small 

portion of Japan's market, even though the United States is the 

world's leading producer and innovator of semi conductors.

o Japan sells $55 of automotive products to the United States for

every dollar of auto products it purchases from us.

o The United States is principally an exporter of agricultural

products and raw materials to Japan, though 70 percent of U.S. 

exports to the rest of the world are manufactured goods.

o Japan's imports tend to be at low stages of processing, preserving 

for the Japanese econany the value-added in finishing the goods.
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o Japan's inports of manufactures tend to be either products Japan no 

longer attempts to manufacture an a large scale (such as textiles 

and clothing new imported fran other Asian nations) or specialized 

capital equipment not made in Japan.

o The United States has had an unbroken string of trade deficits with 

Japan since 1965, cumulating to $60 billion.

o The U.S. deficit with Japan peaked at $11.6 billion in 1978, 

receded to $8.7 billion in 1979, and is likely to be $10 billion 

for 1980. This will be one-third or more of our global 1980 trade 

deficit.

These disparities are the result of: (1) official government actions to 

reduce inports or to create strong export industries; and (2) structural and 

institutional factors in the private sector which serve to restrict imports.

Japan's industrial development has been dependent on the generation of 

highly-oonpetitive export industries to earn the foreign exchange to pay for 

Japan's enormous raw material inport bill. To  achieve this objective, Japan 

since the early 19 50's has pursued a strategy of fostering and protecting 

the grewth of key industries until they reached a scale and efficiency 

permitting them to compete with any country in the world. Tariffs, quotas, 

exchange controls, governmental guidance and other direct and indirect
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barriers to imports were erected to protect Japan's growing industries from 

effective competition from foreign producers in the home market. At the 

same time, domestic credit policies funneled the needed investment financing 

for plant and equipment. Policies were aimed at importing at the lowest 

stage of value-added and at moving Japanese industry up the technology 

ladder.

These policies were reinforced by institutional factors such as a close 

government-business relationship, linkages among private companies, a 

traditional preference for Japanese goods over foreign goods, and a complex 

marketing system. An additional factor has been Japan's trading companies, 

which still account for over half of Japan's foreign trade and one-fifth of 

domestic wholesale trade. The result is what came to be known popularly as 

"Japan, Inc.".

Today most of the official barriers are gone, and Japan's market has become 

increasingly open over the last decade or so —  particularly where Japan has 

built highly-aompetitive industries. Japan has sharply reduced its tariffs 

in the course of multilateral trade negotiations. It has dismantled most of 

its ance-extensive network of non-tariff trade barriers (NTBs) and it has 

eliminated most of its export incentives. While same official barriers are 

left, most of the disparities now result from the private sector structural 

and institutional factors.
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Official Barriers

Turning first to Japan's remaining official barriers, I do not say that our 

deficit with Japan would be erased or even halved if these remaining 

barriers were eliminated. I think it is fair to say, though, that these 

remaining Japanese obstacles to imports have a significant effect on our 
* trade. It is impossible to assign a dollar value to the U.S. exports that

cure being lost as a result of Japan's official NTBs, but our continuing 

trade deficits with Japan indersoore the unacceptability of artificial 

barriers to U.S. exports to Japan.

There are basically four categories of official WTBs affecting O.S. exports 

to Japan: 1) quantitative restrictions, or import quotas; 2) burdensome 

customs clearance procedures; 3) unreasonable product approval procedures; 

and 4) buy-Japan government procurement practices. These are briefly 
discussed below. A more detailed inventory is attached to my statement.

1. Import quotas. While the Japanese government has largely dismantled its 

once massive array of controls over the volume of imports, it continues to 

limit the volume of inports of a number of products of U.S. export 

interest. These include oranges, citrus juices, beef, fish and leather. We 

have been pressing Japan fee years to substantially enlarge, if not entirely 

remove, the import quotas for these products, and we have had seme success.

I
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2. Customs clearance procedures. The problem is not so much one of 

restrictive laws and regulations as it is of fastidious or overly-stringent 

interpretation of the laws and regulations. U.S. exporters on occasion have 

found shipments held up at Japanese customs for such trifles as 

typographical errors in the documentation. U.S. goods are occasionally 

subject to arbitrary duty uplift or reclassification by Japanese Customs 

officials. While duty uplift will be handled by the MTN's Customs Valuation 

Agreement (effective January 1, 1981) stringent interpretations may still be 

a problem.

3. Product approval procedures. These involve the applicable product 

standards themselves, the way such standards are promulgated, and the 

procedures used to test and certify imported products for compliance with 

these standards. Japanese standards tend to be oriented toward design 

rather than performance characteristics, and U.S. products are sometimes 

disapproved even though their design does not affect the product's 

compliance with the performance objective of the standard. Another 

fundamental difficulty with Japan's product approval procedures is the 

typical requirement that testing of the product be performed in Japan. 

While the MIN Standards Code will apply in this area, same long-standing 

problems will still remain.

4. Government procurement. Though the Japanese government has made some 

progress toward offering foreign suppliers the opportunity to compete for 

government contracts, the vast bulk of such contracts are still concluded

•>
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with Japanese suppliers on a negotiated rather than on a world-wide 

competitive bid basis. While these problems would be reduced d r a m a t i c a l l y  

this coming January by the Government Procurement Code negotiated in the 

MTN, important questions remain in same areas.

Let me illustrate with same examples affecting specific industries:

Teleconromications - Japan's government-owned Nippon Telegraph and Telephone 

Public Corporation (NIT) operates the Japanese domestic telecommunications 

system as a monopoly, and is the biggest Japanese buyer of 

telecarmunications equipment. NTT follows a "buy Japan" policy for most of 

its purchases and has product certification procedures that effectively 

limit imports. Imports are less than one percent of an estimated $3.3 

billion market, and Japan has agreed until now to subject only a minor 

portion of NTT’s purchases to the provisions of the MIN Government 

Procurement Code.

Manufactured Tobacco - The Japan Tobacco and Salt Public Corporation (JTS), 

an agency of the Ministry of Finance, is the sole importer of manufactured 

tobacco. JTS places restrictions on the marketing, advertising, and 

distribution of imported tobacco products. Pricing of imported and domestic 

tobacco products is set fcy the Japanese Government, with the mark-up on 

imported products considerably higher than that of comparable domestic 

products. Imported cigarettes are limited to about 1 percent of an
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estimated $10 billion market in terms of retail sales. Estimates indicate 

that inder an open market our exports could be as much as $500 million 

larger.

Timesharing - Japan imposes wide restrictions an the use of international 

private leased telecommunications circuits, including extensive reporting 

and inspection requirements and a restriction permitting a data link to only 

one processing center in the O.S., with the firm limited to offering in 

Japan only those services performed at this facility..

Processed Foods - Japan maintains a "positive list" for food additives. 

Imported food products containing additives not on the positive list must 

receive approval for import, often a time-consuning and cumbersome process. 

The Ministry of Health and Welfare appears extremely reluctant to expand the 

list to include new additives, thus closing off the Japanese market to foods 

not cn the positive list.

Cosmetics - Japan maintains a positive list for cosmetics ingredients. 

Those ingredients not on the positive list must be tested in approved 

laboratories in Japan according to Japanese test methods, even if such tests 

were previously performed outside Japan. The time and cost for obtaining 

approval for a product containing such an ingredient is often prohibitive, 

discouraging O.S. exporters fran making the extreme effort required to get 

their products into Japan.



I do not mean to imply the Japanese government has been uncooperative in 

addressing the remaining formal restrictions to imports. Such is not the 

case, and we and the Japanese continue to work together to find ways to 

eliminate these barriers. The most notable effort at present is that aimed 

at including WIT under the Government Procurement Code, as Ambassador 

Hormats has discussed in his testimony.

Private Sector "WTBs"

Of greater importance than these residual barriers maintained by the 

Japanese government, however, are what we might call "private sector OTBs". 

These are the private sector structured, and institutional factors which 

result from earlier Japanese government policies and fran traditional 

attitudes:

o Japanese buyers have a deeply-ingrained preference for Japanese

goods over foreign goods.

o Close buyer-seller relationships that may involve financial

linkages make it difficult for imports to penetrate Japanese 

markets. Many  Japanese producers have a "family" of suppliers with 

which they maintain a close relationship.
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o The Japanese d is t r ib u t io n  system i t s e l f  op er ates  as a b a r r ie r .  I t  

is  a t ra d it io n a l system which Americans fi n d  ve ry  d i f f i c u l t  to  work 

w it h , as w e ll  as not be ing very  e f f ic ie n t .

These p ri v a te  se ctor p ra c tices  and a tt it u d e s  ar e sometimes re in fo rc ed  by 

governm ent programs to  b u il d  new in d u s tr ie s , such  as in  computers and 

te le ocm m in icatic ns equ ipment.

Tra de  F a c il it a t io n

American companies,  o th er tha n a few who have been w il li n g  to  make enormous 

tim e and fi n a n c ia l inve stmen ts , have been unable to  overcome these obst acle s 

on th e ir  own. I t  is  fo r  th is  reason  th a t "t ra d e  fa c i l i t a t io n "  — 

governm ental  ass is ta nce  in  overcoming  these b a rr ie rs  — is  so ve ry  im portant 

to  the gro wth o f U.S. exp orts to  Japan. Trade f a c i l i t a t io n  is  not something 

th e U.S.  Government can un de rta ke  on i t s  own. Overcoming these 

lo ng-s ta ndin g p ri v a te  p ra c ti ce s  in  Japan can o n ly  be done w it h  the 

as sist an ce  o f the Japanese government.

V*
We lo ok to  the  Japanese government to  help  b ri n g  abou t a change, not o n ly  by 

a lt e r in g  i t s  own pro curem ent p ra c ti c e s , but a ls o  by ta k in g  step s to  ensure 

th a t more pu rch as ing  options are a va ila b le  to  p ri v a te  bu ye rs . We do not 

ex pe ct  Japanese companies to  buy goods th a t are  de arer  and no t up to



accustomed quality standards, but we do expect the Japanese government to 

make clear to Japanese companies and consumers that they should not look at 

Japanese goods only.

We have had important cooperation from the Japanese government in this 

endeavor, and we look forward to more in the future. Such efforts cn the 

part of the Japanese government are in the long-term interest of Japan as 

well as that of the United States.

A  particularly important mechanism for improving U.S. access to Japanese 

markets is the joint U.S.-Japan Trade Facilitation Committee (TFC), which 

was established in 1977. Operated by the U.S. Department of Commerce and 

the Japanese Ministry of International Trade and Industry (MITI), the TFC is 

designed to provide a special for on in which American exporters can seek 

resolution of problems they encounter with Japanese trade practices and 

procedures. The TFC also sponsors activities such as the Japan Import 

Promotion Mission of 1978, designed to bring Japanese buyers into contact 

with U.S. sellers.

V*
To date, the TP C has been viewed principally as a means of addressing 

official barriers. It has operated on a case-by-case basis and has had same 

significant successes. The TFC is unique in that it has followed a 

pragnatic problem-solving approach, delving into the specifics of individual 

cases to find the problems.
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The TFC has favorably resolved 15 formally-presented cases and is near 

resolution of several others, opening access to the Japanese market for such 

diverse products as shock absorbers, fertilizer, modified food starches, and 

other products in demand in Japan. A number of other cases have been 

informally resolved without requiring formal submission to the Japanese side 

of the TFC. The TFC has also been the catalyst for identifying situations 

that eventually led to major negotiations, including the policies of NTT and 

JTS.

What we need to do now is to shift the TFC's orientation away from 

individual cases relating to official barriers and to use it increasingly as 

a joint U.S.-Japanese vehicle to address structural aspects of the Japanese 

economy and marketing system. Such issues might include buyer/supplier 

relationships, customs clearance difficulties, and Japan's distribution 

system. At the same time, the TFC would continue its individual case work 

on market access impediments, but would deal more in cases where trade is 

not occurring despite the competitive strength of particular U.S. product

groups and the absence of official barriers.
i1 .*4

We will seek a reaffirmation of Japanese commitments to the TFC, and will 

seek agreement that the TFC be used to assist in investigating and 

documenting potential MIN Code violations prior to resorting, if necessary, 

to the formal dispute settlement procedures of the Codes. Most importantly,



through the TFC we  intend to enlist the cooperation of MITI and other 

Japanese government agencies in positive import facilitation efforts to 

overcame obstacles to importing into Japan.

An example of what I mean by positive import facilitation are the efforts 

which have been jointly undertaken to expand Japanese imports of aut06 and 

auto components. The Japanese government has undertaken a wide range of 

actions to minimize barriers to U.S. automotive products. These steps have 

included elimination of the duty an imported automobiles, elimination of 

ma ny  automotive standards which were effectively serving as import 

obstacles, the proposed elimination of duties on most automobile parts and 

components, and sending automobile parts buying and investment missions to

the United States.

The auto components buying mission is in our country at the present time. 

The full benefit of this mission will not, of course, be realized 

overnicfit. With  U.S. parts-making capacity readily available, however, it 

should be possible soon to see tangible results in the form of contracts in 

some cases, and in other cases concrete steps toward contracts. A more 

complete discussion of these missions is attached, in the form of a 

statement I made in Detroit at the beginning of the auto parts buying 

mission.



The auto components industry is the ideal candidate for positive import 

facilitation, for the U.S. and Japanese governments have now done most of 

what they can to eliminate official barriers. We  will use the TTC in a 

unique way to follow up on the missions for a two-year period. We will stay 

in touch with American and Japanese companies to find cases in which there 

was a sales potential but actual sales did not occur —  and will enlist the 

aid of the Japanese government in those cases where "private NlBs" appear to 

be the reason.

U.S. Marketing Efforts

We must not overlook the fact that an important part of the task is the 
marketing effort U.S. companies must make  to enter the Japanese market. The 

Commerce Department will use its export promotion programs and the Foreign 

Carmercial Service to assist U.S. firms in establishing themselves in the 

Japanese market, particularly in those areas opened up by trade facilitation 

efforts. Ma ny U.S. companies have simply not put forward the marketing 

effort needed to establish themselves in the Japanese market. Many 

companies, for example, have not bothered to translate their sales 

literature into Japanese. As official and private barriers to imports in 

Japan continue to came down, U.S. companies must accelerate their sales 

effort. Trade facilitation, for example, will not make the Japanese speak 

English. Nor can it be expected to stimulate an interest in buying products 

that are too expensive or of insufficiently high quality.
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I am hopeful that a major innovation in D.S. export marketing, the Export 

Trading Company proposal which passed the Senate unanimously and is now 

before the House, will be able to ma ke  a major contribution toward 

increasing U.S. exports to Japan. Such U.S. trading companies, specializing 

in knowledge of Japanese marketing practices, could relieve individual U.S. 

companies of the expensive effort to build markets in Japan and could result 

* in a sharp increase in the number of U.S. companies whose products are sold

in Japan.

Japan could be one of the most important markets where U.S. trading 

companies could make a big difference to our exports. The President has 

called on the Congress for speedy passage of the Export Trading Company 

legislation, and I hope the members of these two subcommittees will do 

everything they can to assist in that effort.

The Need for Exports

In concluding, let me  underscore the importance of our efforts. I expect 

the U.S. trade deficit with Japan to be about $10 billion in 1980, and I 

fear it may well be larger than that in 1981. The fact is that the value of 

U.S. imports from Japan are now about 50 percent larger than our exports to 

Japan. Because of this extreme imbalance, we must run hard just to stay 

still. As the hypothetical extrapolations in Figure 1 show, if U.S. exports 

and imports were to grow at the same rate from here on, the deficit with 
Japan would continue to mount at a rapid rate. The percentage growth in our 

exports to Japan must significantly exceed the percentage growth in our 

imports from Japan just to keep the deficit from growing larger.
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FIG UR E 1

UNITED STA TES TRADE BALANCE WITH JAPA N 
ACTUAL BALANCES 1 9 6 5 -8 0  AND HYPOTHE TICAL PR OJ EC TION S
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Figure 2
U.S.-Japanese Trade Balances:

Total Trade, Automotive and Non-Automotive 
Balances, 1970-1979
(Quarterly Data)

Office of Planning and Research 
September 1980



Also, as is shown in Figure 2, it is unlikely that our trade position with 
Japan can be stabilized if our auto imports continue to grow at past rates.

The best solution to this problem is for the new U.S. cars coming into
production this fall, in 1981, and in following years bo meet with such 

consumer acceptance that import sales decline. Another part of the
solution, however, is increased production in the U.S. of parts for the

Japanese cars sold here.

I do not argue that bilateral balance in O.S.-Japan trade should be an 
objective of U.S. policy. My  concern is not for a neutral balance of trade 

with Japan, but for a trade balance that is manageable in the context of our 
overall trade position. The nature and benefits of international trade are 
such that trade deficits with some countries and trade surpluses with other 
countries are inevitable and indeed are desirable. The United States, for 
example, is running a $7 billion surplus in its trade with The Netherlands 
and a $5 billion surplus with Belgium. From an economic perspective, what 
matters is the overall trade balance and the balance an current account —
not bilateral balances.

I should note, though, that while the U.S. current account position was in 
approximate balance last year, this year it has once again gone into 
sizeable deficit. Moreover, as the Subcommittee on Trade of the House 
Committee on Ways and Means stated in its recent United States-Japan Trade 

Report,

"From an economic point of view, a bilateral merchandise trade 

deficit should not be an object of great concern as long as a 

nation's worldwide current account is in rough balance. This

economic truth, however, is a political falsity.... For millions of

Americans this highly visible deficit erodes their support of open 

trade; it creates tensions which threaten to spill over into 

unrelated sectors of our bilateral relationship."



Atta chm ent  I. J ap an ’s Non tarif f Barriers

The following Japanese practices, listed in accordance with a system of classification used by the General Agreement on Tariffs and Trade (GATT), have been called to our attention as barriers to trade.They have been compiled from the following sources: (1)notifications by the United states to the GATT; (2) Industry Sector Advisory Committees (ISACs) of the Department of Commerce and the United States Trade Representative; (3) submissions to the Department of Commerce from business firms and individuals for presentation to the Joint U.S.-Japan Trade Facilitation Committee (TFC); and (4) other submissions from the private sector.
The policy of the Department of Commerce is to examine all 
complaints received. We have been able to resolve many of the problems presented and we are making progress toward the solution of others. Some complaints have not been pursued because, in our judgment, they were either unwarranted or the complainant was unable or unwilling to supply sufficient documentation for us to make a cane. Some barriers remain in effect and we are continuing our 
o f f  o r  t . to remove them.
I. GOVERNMENT PARTICIPATION IN TRADE AND RESTRICTIVE PRACTICESTOLERATED BY THE JAPANESE GOVERNMENT

A. Government Aids
The complaints listed under the heading Government Aids deal with financial assistance which is considered by the complainants to be a subsidy by the Japanese Government.
1. The Research Development Corporation makes

concessionary loans to Japanese firms for research and development (R&D) which the Government wishes to promote. If development proves commerciallysuccessful, the loan must be repaid within five years; in addition, the firm must pay royalties to the 
corporation. If, however, the project is 
unsuccessful, the loan is written off. The computer industry, in particular, has benefitted from this type of assistance.
Comment: The Research Development Corporation is 
under the jurisdiction of the Science and Technology Agency, which is headed by the Minister of State for Science and Technology. It assists in the development 
of scientific projects with potential for commercial application. Computer development is no longer subsidized but Government assisted research on Very 
Large Scale Integrated Circuits (VLSI) research 
continues. The draft budget for fiscal year 1979, 
ending March 31, 1980, called for an expenditure of about $8 million for the year.
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2. The Government-owned Japan Development Bank (JDB) 
makes medium and long-term loans to Japanese industry at rates lower than effective market rates of interest.
Comment: The JDB was established in 1951 to
supplement private financing for rehabilitation of key industries such as electric power and shipbuilding. A loan of funds at an interest rate higher than that which was paid in the first instance by the bank to obtain the funds is not considered a subsidy under the Multilateral Trade Negotiations (MTN) code on
Subsidies and Countervailing Duties. JDB loans appear to fall in this category.

3. For firms capitalized at less than one billion yen 
(about $4.5 million at Y225=OS$1), a tax deferral of between 0.82% to 2.3% of the preceding year's gross export proceeds is allowed, provided these amounts are set aside for overseas market development and are restored to taxable income over the next 5 years at a rate of 20% per year. Also, deductions from taxable income are allowed up to varying percentages (10% to 35%) of income earned from transfers abroad of 
technology, copyrights, and certain technical services.
Comment: Tax deferrals on funds held in the OverseasMarket Development Reserve were determined by the Treasury Department to be subsidies in the form of interest free loans. Countervailing duties (CVD) to offset the subsidy were imposed on imports of Japanese industrial fasteners (June 4, 1979) and chain of iron and steel (August 24, 1978). The CVDs amount to 4 percent and 2 percent, respectively.

4. Since October 1977 the Japanese have operated several types of assistance under the "Temporary Measures Act for Small and Midsize Businesses with Regard to the 
High Yen Exchange Market." In order to assist 
exporters whose competitiveness has been adversely affected by the rapid appreciation of the yen the 
Government provides low cost loans with deferred 
payments, Government credit guarantees and the right to carry back current losses related to yen
appreciation up to three years to offset taxes.
Comment: The "High Yen" law was countervailed against in the industrial fasteners case.

5. The Japanese External Trade Organization (JETRO) 
provides general promotional assistance to exporters.

*
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Comment: To the extent that JETRO activities defray 
costs that would otherwise be borne by exporters they 
were determined to be subsidies by Treasury in both 
the chain and fasteners investigations.

6. Tax deferral in the form of reserves for losses is 
permitted for certain overseas projects. Under 
Japanese law a qualifying firm may credit as a reserve 
for 5 years 7% of expenditures for materials, labor, 
etc. used in a qualified large-scale construction 
project in a developing country. At the end of the 5 
year period (or earlier if the project is completed) 
the reserve is added to taxable income.

7. The Japanese Government has provided assistance to the 
computer industry through grants for R&D, loans at 
less than market rates, accelerated depreciation of 
plant and equipment for tax purposes, and Government 
procurement of domestic computers despite availability 
of less expensive foreign models. U.S.-owned computer 
firms in Japan are not eligible for this assistance.
Comment: Japan lifted quantitative limits on computer
imports in December 1975 and no longer provides R&D 
loans for computer development. Government of Japan 
(GOJ) purchases will be covered by the MTN Government 
Procurement Code after January 1, 1981 if a 
satisfactory agreement is reached in the current 
negotiations with Japan on government procurement.

8. The Japanese Government aids the domestic film 
industry through grants for overseas film fairs, 
production aids and merit awards to educational and 
cultural films for youth, and advances to film 
producers on favorable terms.
Comment: The impact on the commercial competitiveness
of U.S. films in Japan and in other countries is 
believed to be insignificant. Japan’s aim appears to 
be the pursuit of certain cultural and social goals.

B. Countervailing Duties (No complaints)
C . Government procurement

1. Japan's Nippon Telegraph and Telephone Public
Corporation (NTT) follows a "Buy-Japan" policy for 
most of its purchases. NTT has no manufacturing 
capability and has a practice of negotiating virtually 
all majoif contracts with its four main suppliers.Japan has offered to include NTT's general purpose 
equipment under the Government Procurement Agreement 
negotiated in the Tokyo Round of Multilateral Trade 
Negotiations (MTN).



Comment: Th e m aj o r u n f i n is h e d  b u s in e s s  o f th e  MTN i s  
th e  q u e s t io n  o f  i n c lu d in g  a l l  o f  N TT's  p u r c h a s e s  u n d er 
th e  G ov er nm en t P ro c u re m e n t A g re em en t.  The U .S . 
m a in ta in s  t h a t  J a p a n 's  o f f e r  o f  l i m i t e d  c o v e ra g e  o f 
NT T's p u rc h a s e s  i s  i n s u f f i c i e n t .  N e g o t ia t io n s  on  t h i s  
i s s u e  ha ve  bee n  c o n t in u in g  f o r  th e  p a s t  18 m onth s;  
f u r t h e r  c o n s u l t a t i o n s  w i l l  be  h e ld  in  S e p te m b e r.  I f  
we do  n o t re a c h  a s a t i s f a c t o r y  a g re e m e n t w it h  J a p a n  by 
Dec em be r 3 1 , 1 9 8 0 , t h e  U .S . w i l l  r e f u s e  to  a p p ly  th e  
A gr ee m en t t o  J a p a n  an d w i l l  b a r  J a p a n  fr om  a l l  s a l e s  
c o v e re d  by  th e  A gre em en t in  o u r p ro c u re m e n t m a r k e t.

2 . G ov er nm en t p ro c u re m e n t by  som e e n t i t i e s  o th e r  th a n  NTT 
may a l s o  be d i s c r i m i n a t o r y  a g a i n s t  f o r e i g n  s u p p l i e r s .  
T h e re  a r e  t h r e e  m eth o d s o f  GOJ p ro c u re m e n t:  (a ) 
p u b l ic  n o t ic e ;  (b ) s e l e c t i v e  te n d e r ;  an d (c )  p r i v a t e  
o r  " f r e e "  c o n t r a c t .  A p p ro x im a te ly  90% o f th e  g oods 
an d s e r v i c e s  u se d  by  GOJ a g e n c ie s  a r e  p ro c u re d  u n d er 
p r i v a t e  c o n t r a c t .  F o r e ig n  s u p p l i e r s  hav e l i t t l e  
o p p o r tu n i ty  to  o b t a i n  p r i v a t e  c o n t r a c t s  in  v ie w  o f  th e  
v i r t u a l l y  u n l im i te d  d i s c r e t i o n  g iv e n  to  GOJ c o n t r a c t  
o f f i c e r s .

Comment: As a s i g n a t o r y  to  th e  G ov er nm en t P ro c u re m e n t 
A gr ee m en t w hi ch  be co m es  e f f e c t i v e  J a n u a ry  1 , 1 9 8 1 , 
Ja p a n  has  u n d e r ta k e n  n o t to  d i s c r im i n a t e  a g a i n s t  o r 
among  th e  p r o d u c ts  o f  o t h e r  s i g n a t o r i e s  in  p u r c h a s e s  
o f  go od s by s p e c i f i e d  g o v ern m en t e n t i t i e s  on  c o n t r a c t s  
v a lu e d  a t  1 5 0 ,0 0 0  S p e c ia l  D ra w in g R ig h ts(approximately $ 2 0 0 , 0 0 0 ) .  W ith  im p o r ta n t e x c e p t i o n s , 
J a p a n  has  in c lu d e d  a lm o s t a l l  o f  i t s  c e n t r a l  
gover nm en t e n t i t i e s  in  i t s  o f f e r .  As a p p r o p r i a t e ,  
J a p a n e s e  p ro c u re m e n t p r a c t i c e s  w i l l  be  m o d if ie d  to  
co m pl y w it h  th e  p ro c u re m e n t p r o c e d u r e s  s e t  f o r t h  by 
th e  A g re em en t.

R e s t r i c t i v e  P r a c t i c e s  T o le r a t e d  By G over nm en ts

1 . Th e m a n y -la y e re d  J a p a n e s e  d i s t r i b u t i o n  sy s te m  i s  o f t e n  
c i t e d  as  an  NTB. P r o d u c ts  o f t e n  go  th ro u g h  s e v e r a l  
i n te r m e d i a r i e s  b e f o r e  r e a c h in g  th e  u l t i m a t e  c o n su m e r,  
a d d in g  to  th e  c o s t  o f  th e  p r o d u c t  f o r  th e  f i n a l  u s e r .

Comment! A r e t a i l e r  h a s  th e  o p t io n  o f  s e t t i n g  up  h i s  
own d i s t r i b u t i o n  n e tw o rk  o r  may t r y  t o  " s h c r t - c u t "  
e x i s t i n g  s y s te m s . The  d e c i s i o n  i s  a m a rk e ti n g  
d e c i s i o n .  J a p a n 's  d i s t r i b u t i o n  sy s te m  i s  co m p le x , b u t 
n o t n e c e s s a r i l y  d i s c r i m i n a t o r y .

2 . Ja p a n  m a in ta in s  r e s t r i c t i o n s  on f o r e i g n  in v e s tm e n t in  
r e t a i l i n g  o p e r a t io n s  in  J a p a n  by  r e s t r i c t i n g  th e  
numb er o f n e w l y - e s t a b l i s h e d  f o r e i g n  m a jo r it y -o w n e d  
r e t a i l i n g  o p e r a t i o n s .
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C om m ent:The GOJ l i b e r a l i z e d  f o r e ig n  in v e s tm e n t  in  th e  
Ja p a n e se  r e t a i l i n g  in d u s t r y  on  Ju n e  1 , 19 75 . F o re ig n  
in v e s t o r s  may now h o ld  up  to  100 p e rc e n t  o f  th e  
c a p i t a l  o f  a n e w ly - e s ta b l is h e d  r e t a i l  o u t l e t  o r  up  to  
25 p e rc e n t  o f  th e  s to c k  o f  an  e x i s t i n g  Jap a n e se  r e t a i l  
e n t e r p r i s e ,  a lt h o u g h  th e  s h a re  o f  s in g le  f o r e ig n  

a  in v e s t o r  may n o t  exce ed  10 p e r c e n t .  R e s t r ic t io n s  on
nu m be r o f  o u t l e t s  o r  ty p e  o f  m e rc h a n d is e  t o  be  s o ld  
w e re  re m o ve d . A f t e r  l i b e r a l i z a t i o n  o f  th e  r e t a i l i n g  
i n d u s t r y ,  no  new c o m p la in ts  have been  re c e iv e d  by th e  
D e p a rtm e n t o f  Com merce .

*  3 . Oce an f r e i g h t  r a te s  c h a rg e d  by th e  l i n e r  c o n fe re n c e s
s e r v in g  th e  U .S .- J a p a n  t r a d e  a re  s a id  to  be  h ig h e r  f o r  
ma ny  c o m m o d it ie s  m o v in g  fr o m  th e  U .S . t o  Ja p a n  th a n  
f o r  th e  sam e o r  s im i l a r  c o m m o d it ie s  m o v in g  fr o m  Ja p a n  
to  th e  U .S .

Com men t: Th e F e d e r a l M a r i t im e  C om m is s io n  ha s th e
s t a t u t o r y  a u t h o r i t y  t o  in v e s t ig a t e  an d d is a p p ro v e  
d is p a r a te  r a te s  a f f e c t i n g  U .S . t r a d e .  A lt h o u g h  su ch  
d i s p a r i t i e s  may e x i s t ,  p a s t  i n v e s t ig a t io n s  i n d ic a t e  
t h a t  th e y  a re  mor e s u p e r f i c i a l  th a n  r e a l  wh en a l l  th e  
f a c t s  a re  c o n s id e re d .  F r e ig h t  r a t e  d i s p a r i t i e s  
u s u a l l y  c o n s t i t u t e  a s m a ll  f r a c t i o n  o f  t o t a l  
t r a n s p o r t a t io n  c o s ts .

4 . C o m p le x i t y ,  s lo w n e s s , an d h ig h  c o s t  a re  in v o lv e d  i n
p ro c e d u re s  r e q u ir e d  f o r  r e g i s t r a t i o n  o f  p h a rm a c e u t ic a l 
p r o d u c ts  in  J a p a n .

Com men t: T h is  is s u e  is  b e in g  d e a l t  w i th  by th e  H e a lt h
C a re  T a sk  F o rc e  o f  th e  T ra d e  S tu d y  G ro up  i n  T o k y o .
The T ra d e  S tu d y  G ro u p , e s ta b l is h e d  in  19 77  is  an 
in f o r m a l  m echanis m  who se  p u rp o s e  i s  t o  s tu d y  m a rk e t 
a c c e s s  p ro b le m s  in  s e le c te d  p r o d u c t  s e c to r s  an d make 
re co m m e n d a ti o n s  f o r  t h e i r  r e s o lu t i o n .  I t s  me mb ers 
in c lu d e  r e p r e s e n ta t iv e s  o f  th e  U .S . E m bassy, T o k y o , 
th e  J a p a n e se  G ove rn m en t an d th e  Ja p a n e se  b u s in e s s  
c o m m u n it y .

E . S ta te  T ra d in g

1 . Th e Jap an  T o b a cco  an d S a l t  P u b l ic  C o rp o r a t io n  (J T S ) , 
an  ag ency  o f  th e  M in i s t r y  o f  F in a n c e ,  is  th e  s o le  
im p o r te r  o f  m a n u fa c tu re d  to b a c c o ,  p r ic i n g  o f  im p o r te d  
(a nd d o m e s ti c )  to b a c c o  p r o d u c ts  i s  s e t  by g o v e rn m e n t.  

Th e JTS a ls o  p la c e s  r e s t r i c t i o n s  on  th e  m a rk e t in g ,  
a d v e r t i s i n g ,  an d d i s t r i b u t i o n  o f  im p o r te d  to b a c c o  
p r o d u c t s .

*

7 1 -0 2 8  0 - 8 1 11
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Com ment: Th e USG h as f i l e d  a c o m p la in t w it h  GATT on  
JT S r e s t r i c t i o n s  on  im p o r ts  o f  c i g a r s  an d p ip e  
to b a c c o . A GATT p a n e l  h a s  h e ld  a h e a r in g  an d w i l l  
i s s u e  a r e p o r t  on  th e  G A T T -le g a li ty  o f th e  p r a c t i c e s .  
I n  a d d i t i o n ,  b o th  th e  USG an d th e  U .S . to b a c c o  
p r o d u c ts  i n d u s t r y  a r e  c o n t in u in g  to  c o n s u l t  w it h  th e  
GOJ an d th e  JT S in  an  e f f o r t  to  re a c h  a n e g o t i a te d  
s o l u t i o n  to  th e  p ro b le m s .

I I . CUSTOMS AND ADMINISTRATIVE ENTRY PROCEDURES

A. A n ti d u m p in g  D u ti e s  (No c o m p la in ts )

B. v a l u a t i o n

1 . C us to m s u p l i f t  -  C us to m s o f f i c i a l s  have  bee n  known to  
r a i s e  th e  v a lu e  o f  an  in v o ic e  f o r  c u st o m s p u rp o s e s  to  
a l e v e l  w hi ch  we c o n s id e r  a r b i t r a r y .  S h ip m en ts  to  an d 
fr om  s u b s i d i a r i e s ,  b ra n c h e s  an d j o i n t  v e n tu r e  p a r t n e r s  
(n o n -a rm s le n g th  t r a n s a c t i o n s )  a r e  s u s c e p t i b l e  to  
u p l i f t .

Com ment: M et ho ds  f o r  d e te r m in in g  v a l u a t i o n ,  an d th u s  
p r e v e n t in g  a r b i t r a r y  an d u n re a s o n a b le  u p l i f t ,  a r e  s e t  
f o r t h  in  th e  MTN cu st o m s v a lu a t io n  code  w hic h s h o u ld  
be  use d  to  s e t t l e  c o m p la in ts . J a p a n 's  cu st o m s 
p ro c e d u re s  a r e  s c h e d u le d  to  be  s i m p l i f i e d  J a n u a ry  1 , 
1 9 8 1 , an d th e  code  be co m es  e f f e c t i v e  on  t h a t  d a t e .

C . C us to m s C l a s s i f i c a t i o n

1 . R e s t r i c t i o n s  a f f e c t i n g  r e p a i r e d  p r o d u c ts . I n  th e
p a s t ,  b e f o re  a  p r o d u c t c o u ld  be  e x p o r te d  fr om  J a p a n  
f o r  th e  p u rp o se  o f  h a v in g  r e p a i r s  e f f e c t e d ,  fo ll o w e d  
by r e im p o r t a t io n , J a p a n  r e q u ir e d  t h a t  i t  be 
d e m o n s tr a te d  t h a t  th e  r e p a i r  w ou ld  be  d i f f i c u l t  to  
e f f e c t  w i th in  J a p a n . F u r t h e r ,  whe n th e  r e p a i r e d  it e m  
wa s s u b s e q u e n t ly  r e im p o r te d , c u st o m s d u t i e s  w er e o f t e n  
a s s e s s e d  on  th e  f u l l  v a lu e  o f  th e  p r o d u c t , r a t h e r  th a n  
o n ly  on  th e  v a lu e  o f th e  r e p a i r .

Comment: J a p a n  h as s i n c e  a g re e d  to  re mov e th e
p r o c e d u r a l  b lo c k  p o se d  by  th e  c o n d i t i o n  t h a t  th e  
r e p a i r  be  show n a s  d i f f i c u l t  t o  e f f e c t  in  J a p a n  an d 
h a s  i n d ic a te d  t h a t  in  t h e  f u t u r e  cu st o m s d u t i e s  on  
re im p o r te d  m e rc h a n d is e  w i l l  be  l im i te d  t o  th e  c . i . f .  
v a lu e  o f  th e  r e p a i r s .

*
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D . Consular Formalities and Documentation
1. Customs clearance charges (those imposed over and 

above import duties, commodity taxes, and 
documentation fees) are sometimes imposed arbitrarily 
and not in accordance with a specific rule or schedule
Comment: Japan has recently announced that it will
take steps to cut down on delays in customs clearance, 
which will lessen the costs to exporters from
cumbersome administrative procedures.
The issue of higher costs to O.S. exporters as a 
result of administrative procedures of customs 
officials or units is now being studied by the 
Commerce Department and the O.S. Embassy in Tokyo.

2. Customs Documentation - All documentation must be 
letter perfect with virtually no flexibility permitted
Comment: The problem is now being researched by the
U.S. Embassy, Tokyo and the O.S. Department of 
Commerce.

E . Samples
1. Japan may require detailed photographs of samples

imported duty-free and to be re-exported within one 
year. This can entail considerable expense.
Comment: The Commerce Department in conjunction with
the O.S. Embassy in Tokyo is studying how best to 
pursue customs clearance problems. Japan is a party 
to the ATA Carnet System, which can apply to such 
situations.

Ill. STANDARDS
A. Industrial Standards

1. Japanese safety standards for small boats (up to 12 
meters in length) have been considered extremely 
rigorous.
Comment: After discussions carried on over several
years, outstanding issues regarding safety standards 
for small boats were resolved in March 1980 to the 
satisfaction of the USG and U.S. industry through 
negotiations with the Japanese.

V.

*



2. Electrical Products - japan refused to accept the 
results of tests done outside Japan on electrical appliances, and required testing to be repeated in 
Japan. Japanese standards for electrical appliances are often written in terras of design rather than performance criteria.
Comment: The MTN Standards Code and the JointStatement on Standards, Testing, and Certification Activities of December 7, 1979 provide a framework for acceptable and unacceptable rules and regulations. Negotiations with the GOJ in November 1979 led to an agreement on a framework for acceptance of O.S. test data by Japan for electrical appliances.

3. Japan has complex and time-consuming inspection and registration procedures for imported passenger cars and trucks.
Comment: Negotiations with the Japanese in April and May of 1980 resulted in a resolution of many of these complex problems, although in several areas no progress was made. Follow-up negotiations are being held in order to pursue unresolved issues. The most recent follow-up session was in July 1980.

Health and Safety Standards
1. Japanese quarantine regulations on imported plants, vegetables, fruits, agricultural and animal products are strict and rigorously administered.

Comment: Problems in this area are unique. We havefound it helpful to deal with individual cases as they arise, e.g. fumigants for citrus fruits, coddling moth certification for cherries, etc. We do not object to Japan's strict enforcement of its quarantine and sanitary regulations provided they do not go beyond 
what is necessary to achieve their basic purpose and are applied in a non-discriminatory manner, we have no cases pending.

2. Only specified approved additives may be used in foods for flavoring, preserving, and improving food 
appearance, procedures for getting an ac'ditive on the approved list are long and costly. Imports of 
products containing certain additives are prohibited even though the same additives are used in other Japanese food products.
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Comment: Negotiations with the Japanese on 
standards-related issues in the processed food sector 
were begun in late July 1980. Japan agreed to the 
formation of a "Technical Expert" group to meet in the 
fall of 1980 with a view to resolving these issues by 
the end of the year.

* 3. Japan does not accept the results of foreign test data
for certain tests in the areas of pharmaceuticals, 
medical equipment, cosmetics, and agricultural 
chemicals.

» Comment: Negotiations on standards-related issues in
areas of cosmetics and agricultural chemicals were 
held in Tokyo in late July 1980. Japan agreed to 
accept U.S. test data for agricultural chemicals as 
soon as Japan's Good Laboratory Practices (GLP) system 
is in place. The U.S. is also asking Japan to accept 
U.S. test data for cosmetics and will meet again with 
the GOJ in the fall of 1980 to discuss this and other 
issues. The GOJ has expanded acceptance of foreign 
test data for pharmaceuticals, but still does not 
accept data from foreign testing for certain 
categories of pharmaceutical tests. The Trade Study 
Group (TSG) in Tokyo is dealing with this issue.

C . O t h e r  S t a n d a r d s  (C o v e re d  i n  I I I  A a n d  B)

D . Labelling
1. Japanese law requires that the name of the importer

and the date of importation or manufacture be shown on 
the label. A labei giving this information must be 
affixed to each individual product after importation, 
a costly and time-consuming procedure.
Comment: This issue is being raised with the Japanese
in the context of the ongoing negotiations on
standards-related issues in'the processed food area.c

I V .  S P E C IF IC  LI M IT ATI ONS

A. Quantitative Restrictions and Import Licensing
I .  J a p a n  m a i n t a i n s  r e s i d u a l  q u o t a s  o n  t h e  im p o r t  o f  27  

items, mainly agricultural, which contravene GATT 
Article XI. Quantitative restrictions on other items, 
such as state-traded items and items for which Japan 
claims health and national security exceptions, may 
also be inconsistent with GATT provisions.



Comment: The O.S. has recently negotiated for larger 
quotas on some of the affected items of greatest 
interest to O.S., such as beef, oranges, citrus juice, leather and fish. In O.S.-Japan discussions on fishery problems in July 1980, agreement was reached on the implementation of the quota system which will provide greater opportunity for the U.S. to market 
seafood products. Since 1969 Japan has reduced the number of four-digit Customs Cooperation Council Nomenclature (CCCN) items, all or part of which are 
subject to GATT-illegal restrictions, from 120 to 27. 

Embargoes (No complaints)
Screen-time Quotas
1. Japan reserves a certain portion of screen time for films of national origin under a voluntary industry arrangement which operates under the "guidance" of 

MITI. A target of 40 days per theater has been set for the showing of domestic films, affecting 40 designated theaters.
Comment: These voluntary screen quotas are 
insignificant since they affect only 40 of Japan's 2,500 theaters. Furthermore, some owners of those 40 theaters do not hesitate to ignore this administrative guidance from MITI. The use of screen quotas is authorized under GATT Article IV.

Exchange Controls (See V D)
Discrimination Due to Bilateral Agreements (No current complaints)
Discriminatory Sourcing (See IV A)
Export Restraints (No current complaints)
Measures to Regulate Domestic Prices (See I E)
Tariff Quotas (No complaints)
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X. Others
1. The Japanese Trademark Law gives all legal rights to 

the Eirst applicant for a trademark regardless of 
whether that applicant has used or ever plans to use 
the trademark being registered. The only legal ground 
Eor protest requires a claimant to prove that his 
trademark is "widely recognized among consumers" of 
Japan as referring to his goods. Japanese parties 
sometimes apply for trademarks of U.S. firms with no 
intention of using them. They sometimes demand 
royalty payments or have offered to sell American 
firms the right to use their own trademarks.
Comment: Japanese law, like that of many other
countries, gives rights to the first applicant. 
However, it prohibits registration of a trademark 
widely "recognized among consumers as indicating goods 
relating to the business of another person or a 
trademark similar thereto, and which is used on such 
goods or goods similar thereto;". The Department of 
Commerce, through the U.S. Embassy in Tokyo, has 
brought to the attention of the Japanese authorities 
attempts to register in Japan well-known American 
trademarks, as well as descriptive or generic 
trademarks. Such complaints are handled on a 
case-by-case basis.

2. The GOJ sometimes uses administrative guidance to 
restrict imports by "suggesting" that importers buy a 
similar product from a domestic supplier.
Comment: Administrative guidance, by its very nature,
is very difficult to prove. In addition, the GOJ 
sometimes uses positive administrative guidance to 
encourage imports. Cases involving the allegation of 
the use of administrative guidance by the GOJ to 
restrict imports must be dealt with on a case-by-case 

/ basis as they come to our attention.
V. CHARGES ON IMPORTS

A. Prior Import Deposits (Not required by Japan)
B. Surcharges, Port and statistical Taxes (No current 

complaints)
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C . Discriminatory Taxes
J.. Japan's internal taxes such as road taxes on

automobiles, both prefectural and national, are higher 
on larger cars than on small cars, and thus tend to 
discriminate against the generally larger O.S.-built cars, although the taxes are applicable to both domestic and foreign cars.
Comment: The effect of Japanese internal taxes on
autos as a deterrent to U.S. sales in Japan appears
slight in relation to the effects of high dealer costsand markups in Japan. See V F2 for further discussionof the Commodity Tax system. «

D . Discriminatory Credit Restrictions
1. In the past, the Japanese Government significantly

limited the extent to which importers could make use of credit in their payments for imports through the imposition of restrictive time limits under the 
"Standard Method of Settlement." Non-standard methods of payment require advance approval of the Ministry of International Trade and Industry.
Comment: Japan has agreed to extend the duration of 
standard settlement. As a result, both advance 
payment within one year before receipt of imported goods and deferred payment within six months after customs clearance will now be freely allowed.
Deferred payment for capital goods, durable consumer goods, and goods under a consignment contract may be made freely as long as the payment is made within one year of customs clearance. Japan has also stated that 
it will aim at further liberalization of the "Standard Method of Settlement," including'its eventual elimination.

E. Variable Levies (No current complaints)
F. Border Tax Adjustments

1. Japan's internal specific excise tax as applied to high-priced whiskies, brandies and other alcoholic beverages (both domestic and foreign) has an ad- 
valorem equivalent which is significantly higher than 
that applied to low-priced liquors. This
discriminates de facto against imports, which tend to fall into the higher price category, while Japanese 
whiskies tend to fall into the lower price categories.
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Attachm ent  II. Remarks by Hon . Robert E. Herz stein, Under  Secretary for 

Intern ationa l Trade, U.S. Depa rtm ent  of Comm erce, Before the  Open ing 
Session  of the  J apanese Auto Comp one nts  Buying Mission. Detroit. Mich Septe mber 8, 1980

I am pleased to welcome this Japanese Auto Components Buying Mission to the United States. Our governments and private sectors 
have worked closely to ensure that your visit is productive, and we are very glad that you have come.

The United States has traditionally maintained the most open market in the world for automobiles. This policy has resulted in 
beneficial competition in America. It has offered U.S. consumers a wider range of choices and stimulated innovation and technological changes that led to the best product at the lowest price.

Our open market policy, combined with our enormous and prosperous market, have had another important effect: they have 
provided an opportunity for foreign manufacturers to construct worlu-class automobile industries that have strengthened their home economies.

This benefit has been especially important for the Japanese manufacturers who now play a leading role in the auto industry worldwide. The Japanese auto industry has grown, in large 
measure, through its access to our market. Today, Japan exports over half of its total auto production, and 45 percent of those 
exports are destined for the United States. Japanese cars now account for more than 22 percent of all new car sales in the U.S.
No other si ngle country offers such a lucrative market to Japanese 
automobile producers. Japanese auto production is at record levels, and our imports of your products are at an all-time high.

By contrast, the U.S. automobile industry is in one of'the most severe crises in its history. This industry, which 
traditionally has been the world leader, has been hard hit by the recession and the rapid shift in consumer preferences toward 
smaller cars. Compared to 1979 levels, sales and production are down around. 25 percent, and unemployment throughout the industry and its suppliers is around 1 million workers. These are good x workers and we want them to have the opportunity to return to work.

*
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Our  i n d u s t r y  c u r r e n t ly  i s  p la n n in g  to  sp end  $80  b i l l i o n  by 
1985 t o  e q u ip , i t s e l f  to  p ro d u ce  new c a r s  to  m ee t th e  c h an g in g  
dema nds o f th e  U .S . m a rk e t.  T h is  w i l l  p u t o u r  in d u s t r y  th ro u g h  
th e  m ost  r a p id  r e s t r u c t u r i n g  o f  i t s  p la n ts  an d eq u ip m en t in  U .S . 
i n d u s t r i a l  h i s t o r y .  Much o f  t h i s  sp e n d in g  i s  ta k in g  p la c e  d u rin g  
th e  c u r re n t  r e c e s s i o n ,  when a l l  o f  o u r a u to  m a n u fa c tu re rs  a re  
w r i t in g  t h e i r  p r o f i t  an d l o s s  s ta te m e n ts  in  re d  in k .

The d ra m a ti c  d i f f e r e n c e  in  th e  c o n d i t io n  o f  o u r  tw o i n d u s t r i e s  
h a s  a c c e n tu a te d  th e  lo n g - s ta n d in g  im b a la n c e  in  o u r a u to m o b il e  t r a d e .  
F o r th e  f i r s t  h a l f  o f  t h i s  y e a r ,  we im p o rte d  a u to  p ro d u c ts  from  
Jap an  w ort h  $11 b i l l i o n  a t  an  a n n u a l r a t e ,  w h il e  we e x p o r te d  a u to  
p ro d u c ts  w o rt h  o n ly  $20 0 m i l l io n  a t  an a n n u a l r a t e .  T h u s,  Ja p an  
e x p o r ts  $55 o f  a u to  p ro d u c ts  t o  th e  U n it e d  S t a te s  f o r  e v e ry  d o l l a r  
o f  a u to  p r o d u c ts  i t  buys from  u s . We do  n o t  e x p e c t t r a d e  t o  be  
in  b a la n c e  in  each  an d e v e ry  in d u s t r y .  How ev er , t h i s  ex tr em e  
an d gr ow in g im b a la n c e , in  a s e c to r  in  w hic h  th e  U n it e d  S t a te s  has 
a lw ay s be en  th e  w o rl d  l e a d e r ,  fe e d s  th e  c o n v ic t io n  o f  man y in  th e  
U n it ed  S t a te s  t h a t  th e  J a p a n e se  a r e  u n f a i r l y  t a k in g  a d v a n ta g e  o f  
th e  o p enness  o f  th e  U .S . m ark e t w h il e  e n jo y in g  a home m ark e t t h a t  
i s  e s s e n t i a l l y  c lo s e d  to  f o r e ig n  c o m p e t it io n .

I f  th e ' im b a la n c e  w er e c l e a r l y  te m p o ra ry , p e rh a p s  o u r  c o n ce rn s  
wou ld  n o t be  so  g r e a t .  Th e u n p re c e d e n te d  o p p o r tu n i ty  f o r  Ja p a n e se  
p ro d u c e rs  i n  o u r  m ark e t st em s fro m a t r a n s i t i o n a l  s i t u a t i o n  t h a t  
has p u t A m er ic an  m a n u fa c tu re rs  a t  a te m p o ra ry  d is a d v a n ta g e  in  
com peting  e f f e c t i v e l y  f o r  s a l e s  o f  th e  s m a l le r  c a r s  w hic h  su d d en ly  
c o n s t i t u t e  th e  b u lk  o f  th e  m a rk e t.  What  c o n ce rn s  so  man y A m er ic an s 

. i s  t h a t  th e  u n p re c e d e n te d  J a p a n e se  sh ip m en ts  d u r in g  t h i s  te m p o ra ry  
s i t u a t i o n  w i l l  p e rm a n en tl y  a l t e r  th e  s t r u c t u r e  o f  o u r a u to m o b il e  
m ark e t to  th e  d is a d v a n ta g e  o f A m er ic an  co m pan ie s an d w o rk e rs . The  
in c re a s e d  s a l e s  o f  J a p a n e se  c a r s  in  th e  U .S . t h i s  y e a r  w i l l  y i e l d  
v a s t  re v en u es  t h a t  ca n  s u p p o r t mor e a d v e r t i s i n g ,  th e re b y  g e n e r a l ly  . 
more s a le s  n e x t  y e a r .  In c re a s e d  s a l e s  a l s o  o f  c o u rse  spaw n l a r g e r  
d e a l e r  n e tw o rk s an d g r e a t e r  co nsu m er  l o y a l t y .  The r e s u l t  co u ld  
be  an  A m er ic an  i n d u s t r y  w it h  a p e rm a n e n tl y  re d u ce d  m ark e t s h a re  
an d re duced  c o m p e t it iv e  pow er .

T h is  s i t u a t i o n  h as le d  t o  c a l l s  i n  o u r  c o u n tr y  f o r  im p o rt  
r e s t r i c t i o n s .  Th e U n it ed  A ut o W ork er s an d Ford  M oto r Company 
hav e p e t i t i o n e d  th e  U .S . I n t e r n a t i o n a l  T ra de  Com mission  f o r  '  
te m p o ra ry  im p o rt r e l i e f  u n d e r  th e  p r o v i s io n s  o f S e c ti o n  201  o f  
th e  T ra de A ct o f  19 74 . In  a d d i t i o n ,  b i l l s  hav e bee n in tr o d u c e d  
in  th e  C on g re ss  t o  acco m p li sh  th e  same  p u rp o se . At  th e  P r e s i d e n t 's  
r e q u e s t  th e  ITC h as a c c e l e r a t e d  th e  s c h e d u le  f o r  i t s  d e c i s io n .

The U .S . ' Gov er nm en t h a s  a ls o  so u g h t to  f a c i l i t a t e  th e  re to o l in g ''  
o f o u r i n d u s t r y  t o  p e rm it  p ro d u c ti o n  o f  s m a l l ,  f u e l  e f f i c i e n t ,  
c o m p e ti ti v e  a u to s .  I t  h as a ls o  so u g h t t o  re d u ce  th e  b u rd e n s  b o rn  
by w ork ers  d u r in g  t h i s  t r a n s i t i o n a l  p e r io d .  In  J u l y ,  P r e s id e n t
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C a r te r  announce d , h e re  in  D e t r o i t ,  a nu mbe r o f  s p e c i f i c  a c t io n s  
in c lu d in g  r e l a x a t i o n  o f  som e r e g u la to r y  r e q u ir e m e n ts , new 
a d ju s tm e n t a s s i s t a n c e  b e n e f i t s  to  a id  com m unit ie s s e v e r e ly  a f f e c te d  
by th e  ch an ges in  th e  a u to  i n d u s t r y ,  t a x  r e l i e f  p r o p o s a l s ,  and a 
p ack ag e  o f lo a n  p ro gra m s to  a id  a u to m o b il e  d e a l e r s .  Th e P r e s id e n t  
a l s o  c a l l e d  f o r  a j o i n t  i n d u s t r y ,  l a b o r  an d govern m ent A uto m obil e  
I n d u s t r y  Com m it te e t o  u n d e r ta k e  a c o n ti n u in g  d ia lo g u e  on in d u s t r y  
c o n c e rn s .

In  May,  th e  J a p a n e s e  G ov er nm en t e x p re s s e d  i t s  w i l l i n g n e s s  to  
a c t  to  a l l e v i a t e  th e  p ro b le m s in  th e  U .S . a u to m o b il e  i n d u s t r y  by 
o f f e r i n g  to  e l im in a t e  im p o rt d u t i e s  on m ost  a u to m o b il e  p a r t s ,  
a m e l io r a te  th e  im p a c t o f  c e r t a i n  J a p a n e se  s t a n d a r d s , an d se nd  two 
a u to m o b il e  p a r t s  m is s io n s  t o  th e  U n it e d  S t a t e s .  T hes e w er e 
p o s i t i v e  s t e p s .  Ou r a u to  in d u s t r y  i s  lo o k in g  fo rw ard  to  m ee ti n g  
w it h  yo u , an d w it h  th e  in v e s tm e n t m is s io n  t h a t  a r r i v e s  in  two w ee ks.  
I  wou ld  l i k e  t o  d i s c u s s  th e  s t e p s  t h a t  y o u r two m is s io n s  can  ta k e  
to  h e lp  e ase  th e  p r e s s u r e s  r e s u l t i n g  from  th e  s e v e re  im b a la n ce  in  
o u r  au to m o b il e  t r a d e .

A f i r s t  c r i c i t a l  a c t i o n  t h a t  y o u r  in d u s t r y  ca n ta k e  i s  to  
p u rc h a se  s i g n i f i c a n t  q u a n t i t i e s  o f  A m er ic an -m ad e a u to  p a r t s  f o r  
u se  in  Ja p a n e se  c a r s .  C e r t a i n ly ,  th e  p o t e n t i a l  f o r  su ch  an  
i n c r e a s e  e x i s t s .  C o n s id e r  th e  fo l lo w in g  f a c t s :

— L a s t y e a r ,  th e  J a p a n e se  s o ld  $ 1 .2  b i l l i o n  w o rt h  o f  p a r t s  
in  th e  U n it e d  S t a t e s ,  y e t  p u rc h a se d  l e s s  th a n  $100  m i l l io n  
in  p a r t s  from  A m er ic an  f i r m s .

— Ja p a n e se  p a r t s  a r e  w id e ly  u sed  a s  o r i g i n a l  eq u ip m en t in  
A m er ic an  c a r s ,  b u t A m e ri can -p ro d u ced  p a r t s  a r e  v i r t u a l l y  
unk now n in  th e  p r o d u c ti o n  o f new Ja p a n e se  c a r s .

— Mo st s u r p r i s i n g  i s  th e  f a c t  t h a t ,  a lt h o u g h  t h e r e  a re  
ab o u t 8 m i l l io n  J a p a n e se  c a r s  on  th e  ro ad  in  A m eri ca , 
Ja p a n e se  a u to  d e a l e r s  in  t h i s  c o u n tr y  bu y o n ly  a m in u te  
f r a c t i o n  o f  t h e i r  re p la c e m e n t p a r t s  from  n e a rb y  A m er ic an  
p ro d u c e rs . I t  i s  d i f f i c u l t  t o  co m pr eh en d how h ig h ly  
c o m p e t it iv e  A m er ic an  com panie s sh o u ld  f i n d  th e m se lv e s  
f ro z e n  o u t  o f 'p a r t i c i p a t i o n  in  s i g n i f i c a n t  s a l e s  r i g h t  
in  t h e i r  home m a rk e t.  I h ave  h e a r d , f o r  ex am p le , t h a t  
d e a le r s  i n  J a p a n e se  c a r s  a r e  r e l u c t a n t  to  u se  U .S . 
re p la c e m e n t p a r t s  from  U .S . m a n u fa c tu re rs  b e c a u se  u se  o f  
th e s e  "n on  ap pro ved" p a r t s  wou ld  v o id  th e  w a r ra n ty  in  
th e  a u to s  in  w hic h th e y  a r e  i n s t a l l e d .  I f  t h i s  i s  t r u e ,
I wou ld  s u g g e s t  t h a t  yo u c a r e f u l l y  c o n s id e r ,  d u r in g  t h i s  
v i s i t  an d p ro m p tl y  up on  y o u r r e tu r n ,  a u th o r iz in g  
Am er ic an  p ro d u c e rs  to  ma ke "appro ved" p a r t s
in  a c c o rd a n c e  w it h  a p p r o p r i a te  q u a l i t y  s ta n d a r d s  e s t a b l i s h e d  
by th e  a u to  co m p an ie s.

*
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I can assure you that American firms are willing suppliers, 
and very able suppliers. Right now, up to half of our plant capacity available to produce automobile parts stands idle. More than 
one-half million workers in the auto parts industry are unemployed. These are modern plants, and highly skilled employees, capable of quickly gearing up to produce products that meet the toughest quality standards and delivery schedules.

Our automobile assembly operations are in the throes of a major redesign of their products and plants. Our auto parts 
makers do not have the same problems. Rather, they have been idled primarily due to the problems facing the companies that they supply. Many U.S. parts manufacturers have been developing smaller, lighter components of a sort that can be used in Japanese automobiles. 
Computer-controlled ignition and combustion systems to meet U.S. emissions and fuel economy standards are being developed by U.S. parts makers. Our parts industry is capable of supplying Japanese 
automobiles today with the best in components. What is required is a genuine effort by the Japanese industry to secure American 
suppliers and build mutually beneficial, long-term relationships with them.

Our two governments have agreed that the purpose of your 
mission is to accelerate purchases of U.S.-made auto parts for Japanese cars here and in Japan. We recognize fully that Japan's auto manufacturers expect the highest possible quality and 
reliability .from their suppliers. Secretary Klutznick and I have met with a number of U.S. parts manufacturers, and we are convinced that they are ready to meet your needs. However, many of them ‘have expressed to us their skepticism that Japanese firms are genuinely interested in purchasing U.S. parts. We have told them of your government's assurances that you are serious, and we have developed a program for this mission that will assure the maximum opportunity for you to talk serious business with American 
firms.

We understand that the full benefit of this mission will not be realized over night. In many cases, parts designs are fairly 
standard, U.S. quality is high, and sales can result very soon.In others, special design or delivery arrangements may be necessary. With U.S. parts-making capacity readily available, it should-be. possible soon to see tangible results from this mission in the form of contracts and immediate sales in some cases, and in other’ cases concrete steps toward future contracts.

Our two governments have agreed upon the need for significant and lasting "results from this mission. For the next two years, \ therefore, the joint U.S.-Japan Trade Facilitation Committee will monitor closely the results of your visit. Success at inaugurating more balanced trade in parts can help ease this pressure point
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b e tw e e n  o u r  tw o  c o u n t r i e s .  F a i l u r e  w o u ld  b e  a m a jo r  d is a p p o in t m e n t .
I u r g e  y o u , t h e r e f o r e ,  t o  w o rk  d u r in g  y o u r  v i s i t  t o  a c h i e v e  p o s i t i v e  
r e s u l t s .  How w i l l  we m e a su re  s u c c e s s ?  I  s h o u ld  s t r e s s  t h a t  i t  
w i l l  n o t  b e  m ea su re d  i n  te r m s  o f  a p e r c e n t a g e  i n c r e a s e  i n  t h e  p r e s e n t  
l e v e l  o f  U .S . p a r t s  s a l e s  t o  J a p a n . T h a t  l e v e l  i s  s o  lo w  ( l e s s  
th a n  $100  m i l l i o n )  t h a t  e v e n  a d o u b l in g  o f  i t  w o u ld  n o t  do much 
t o  r e s o l v e  o u r  c u r r e n t  p r o b le m . I n s t e a d ,  s u c c e s s  w i l l  b e  m ea su re d  
in  te rm s  o f  a m e a n in g fu l ch a n g e  in  th e  p a r t i c i p a t i o n  by U .S .  
m a n u fa c t u r e r s  i n  t h e  v e r y  l a r g e  m u l t i b i l l i o n  d o l l a r  m a r k e t  f o r  
o r i g i n a l  eq u ip m e n t an d r e p la c e m e n t  p a r t s  f o r  J a p a n e s e  c a r s .

In  tw o w e e k s , a s e c o n d  m is s io n  fr om  J a p a n  w i l l  v i s i t  t h e  U n it e d  
S t a t e s  t o  e x p lo r e  o p p o r t u n i t i e s  t o  l i c e n s e  U .S .  p r o d u c t io n  o f  
o f f i c i a l  J a p a n e s e  a u to  p a r t s  an d t o  e x p l o r e  j o i n t  v e n t u r e s  o r  o t h e r  
fo rm s o f  in v e s tm e n t  o p p o r t u n i t i e s  i n  t h e  U n it e d  S t a t e s .  T h is  
m is s io n  o f f e r s  a n o t h e r  o p p o r t u n i t y  f o r  p o s i t i v e  s t e p s  t o  r e s t o r e  
b e t t e r  b a la n c e  t o  o u r  a u to m o b ile  t r a d e  i n  co m p o n en ts  th r o u g h  
e c o n o m ic a l ly  v i a b l e  p r o d u c t io n  a r r a n g e m e n ts  an d in v e s t m e n t s  i n  
t h e  U n it e d  -S -t a te s .

Ou r p o l i c y  to w a r d  in v e s t m e n t  i s  o n e  o f  n e u t r a l i t y .  We a r e  
op en  t o  in v e s t m e n t  b y  f o r e i g n  co m p a n ie s  i n  t h e  U . S . ,  an d U .S .  f i r m s  
a r e  f r e e  t o - i n v e s t  a b r o a d . We b e l i e v e  t h a t  in v e s t m e n t  d e c i s i o n s  
s h o u ld  b e b a s e d  on  t h e  e c o n o m ic  v i a b i l i t y  o f  e a c h  i n v e s t m e n t ,  an d 
n o t  on  a r t i f i c i a l  i n c e n t i v e s  o r  b a r r i e r s  t h a t  d i s t o r t  m a r k e t  
r e a l i t i e s .  .

Th e s e c o n d  m is s io n  t o  t h e  U .S . ca n  c o n t r i b u t e  t o  im p r o v in g  
- t h e  c o n d i t i o n  o f  o u r  a u to  i n d u s t r y  f i r s t  an d fo r e m o s t  b y  e x p l o r i n g  

a r r a n g e m e n ts  t o  l i c e n s e  p r o d u c t io n  o f  J a p a n e s e  a u to  p a r t s  i n  t h e  
U n ite d  S t a t e s .  D e c i s i o n s  b y  mem be rs  o f  t h e  m is s io n  t o  l i c e n s e  
p r o d u c t io n  i n  t h e  U .S .  o f  o f f i c i a l  p a r t s  f o r  J a p a n e s e  c a r s  w o u ld  
b e  a  s i g n i f i c a n t  s i g n  o f  p r o g r e s s .

We a n t i c i p a t e  t h a t  an y in v e s tm e n t  t o  r e s u l t  fr o m  t h i s  m is s io n  
s h o u ld  p r o v e  co m p le m e n ta r y  t o  e x i s t i n g  U .S .  c a p a b i l i t i e s  i n  t h e  
a u to m o b ile  s e c t o r .  Many U .S .  co m p an ie s  a r e  f i n a n c i a l l y  s t r o n g ,  
w i t h  e f f i c i e n t ,  i d l e  p r o d u c t i v e  c a p a c i t y  and  s k i l l e d  w o r k e r s  r e a d y  
t o  g o  b a c k  t o  t h e i r  j o b s .  I t  w o u ld  n o t  a p p e a r  t o  b e a c o n t r i b u t i o n  
t o  o u r  i n d u s t r y  t o  d u p l i c a t e  t h a t  in v e s t m e n t  o r  t o  c r e a t e  a d a n g e r  
o f  o v e r c a p a c i t y  i n  t h e  f u t u r e .  T h a t  i s  wh y we  a r e  c o n c e r n e d  't h a t  
in v e s t m e n ts  in  t h e  a u t o  i n d u s t r y  by  t h e  J a p a n e s e  b e  e c o n o m ic a l ly  
v i a b l e  i n  te rm s o f  m a r k e t  c o n d i t i o n s  now  an d in  t h e  f u t u r e .  The  
p r o g r e s s  o f  t h i s  m is s io n  i n  d e v e lo p i n g  l i c e n s i n g  a r r a n g e m e n ts  an d 
e c o n o m ic a l ly  v i a b l e  i n v e s t m e n t s  in  t h e  a u t o m o b ile  i n d u s t r y  a l s o  
w i l l  b e  m o n it o r e d  c l o s e l y  b y  o u r  j o i n t  T r a d e  F a c i l i t a t i o n  C o m m it te e .

Y o u r m is s io n  t o  t h e  U n it e d  S t a t e s  i s  o f  m a jo r  s i g n i f i c a n c e  t o  
t h e  im p o r ta n t  e c o n o m ic  t i e s  b e tw e e n  o u r  tw o n a t i o n s .  We i n  t h e  U .S . 
G o vern m en t w elc om e y o u r  v i s i t  t o  t h e  U n it e d  S t a t e s  an d h a v e  h ig h  
e x p e c t a t i o n s  f o r  i t .  We w i l l  w o rk  w it h  y o u  t o  h e lp  mak e i t  w o r t h w h ile

*
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A tt a c h m e n t 3
U .S . TRADE WITH JAPAN 

( m i l l i o n s  o f  d o l l a r s ,  f . a . s . )

P e r io d E x p o r t s I m p o r t s D e f i c i t

1970 $ 4 ,6 5 2 $ 5 ,8 7 5 5 - 1 ,2 2 3
19 71 4 ,0 5 5 7 ,2 6 1 3 ,2 0 6
1972 4 ,9 6 3 9 .0 6 4 - 4 ,1 0 1
19 73 8 ,3 1 3 9 ,6 7 6 - 1 ,3 6 3
1974 1 0 ,6 7 9 1 2 ,3 3 8 - 1 ,6 5 7
19 75 9 ,5 6 3 1 1 ,2 6 8 - 1 ,7 0 5
1976 1 0 ,1 4 5 1 5 ,5 0 4 - 5 ,4 5 9
19 77 1 0 ,5 2 9 1 8 ,5 5 0 - 8 ,0 2 1
19 78 1 2 ,8 8 5 2 4 ,4 5 8 - 1 1 ,5 7 3
19 79 1 7 ,5 7 9 2 6 ,2 4 3 - 8 ,6 6 4

19 79  by  m o n th s 1 /

J a n u a ry $ 1 ,2 2 5 $ 2 ,3 1 9 s - 1 ,0 9 4
I 'e b ru .i  ry 1 ,3 6 5 2 ,0 1 4 - 649
M .ucl i 1 ,6 1 0 1 ,9 6 0 - 35 0
A p r i l 1 , 317 2 ,1 7 5 - 858
May 1 ,2 5 8 2 ,1 5 0 - 89 2
J u n e 1 ,5 0 5 2 ,1 3 8 - 6 3 3
J u l y 1 ,5 8 5 2 ,1 4 2 - 55 7
A u g u s t 1 ,4 4 9 2 ,2 7 4 - 825
S e p te m b e r 1 ,5 4 0 2 ,2 0 4 - 664
O c to b e r 1 ,5 2 1 2 ,3 2 8 - 807
Nov em be r 1 ,5 9 0 2 ,3 2 8 - 731
D ec em be r 1 ,6 0 6 2 ,2 1 5 - 60 9

19 30  by  m o n th s 1 /

J a n u a ry $ 1 ,5 2 6 $ 2 ,5 8 2 $ - 1 ,0 5 6
F e b ru a ry 1 ,6 5 1 2 ,4 3 2 - 781
Mu i eli 1 ,0 1 0 2 ,3 5 9 - 549
A o r i l 1 ,8 4 3 2 ,4 1 3 - 570
Mav 1 ,5 9 9 2 , 73 0 - 1 ,1 3 1
. I i  i n i ' 1 ,7 0 0 2 ,4 6 1 - 673

J u ly 1 ,7 1 8 2 ,5 6 5

J  a n u a r y - J u l y ,1 979 9 ,8 6 5 1 4 ,8 9 8 - 5 ,0 3 3
J a n u a r y - J u l y ,1 980 1 1 ,9 3 5 1 7 ,5 4 2 - 5 ,6 0 7

1 /  Im p o r ts  s e a s o n a l l y  a d j u s t e d
S o u rc e :  H i g h l i g h t s  o f  U .S .  E x p o r t  a n d  I m p o r t  T r a d e ,  FT  9 9 0

U .S . D e p a r tm e n t o f  Co mm erc e
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P.S . Ex po rts  to  Ja pa n,  1978-1980
(m il lion s of  d o l la r s , f . a . s . )

Ja n -J u l
1980

Commodity 1978 1979 Annual Rat

Grand T ota l 12,8 85 17,579 20,458

A g ri cu lt u ra l com modities 4,435 5,255 5,4 95

Wheat and fl o u r 432 537 521
Feed Gra in s — co rn , e tc . 1,15 9 1,456 1,859
Meat 318 392 374
F ru it s  and ve get ab le s 307 336 373
Soybeans 981 1,03 2 937
Raw Co tto n 348 450 642
Tobacco, unmanufac tured 227 229 64
Hides and sk in s 247 321 259

N onag ri cu lt u ra l com modities 8,254 12,11 3 14,761

Fi sh 510 564 300
Co al , co ke , b r iq u e tt e s 577 916 1,159
Logs and lumber 1,087 1,74 4 1,855
Pu lp wood, wood pu lp , e tc . 318 421 711
Metal o re s,  concen tr a te s , sc ra p 468 748 1,166
Ch em ica ls,  re la te d  pr od uc ts 1,104 1,652 2,045
M an ufac tures, c la s s i f ie d  by raw mat. 606 935’ 1,471

Pa pe r, pa pe rb oa rd , e tc . 98 153 257
T ex ti le  yar ns,  f a b r ic s , madeup a r t . 72 117 120
Non metal lic  m in er al  mfgs. 99 123 115
Non ferro us  base  m eta ls , a ll o y s 93 178 522
Me tal  m an uf ac tu re s,  ns pf 91 117 151

Machine ry 1,541 2,11 4 2,437
Power gen er at in g , in c l . en gine s 171 191 287
Spec ia l purpo se 199 326 371
Me tal  Working 61 83 89
Ge neral in d u s tr ia l & p a rt s 274 351 399
O ff ic e machines  and com put ers 369 483 607
E le c tr ic a l machine ry & p a rt s 371 551 548

Tra ns po rt  Equipment 686 1,104 1,5 61
Au tos, o th er  motor v eh ic le s & pa rt s- 187 232 203
A ir c ra f t,  sp a cecra ft  & p art s 404 856 1,350

M is ce lla ne ou s m an uf ac tu re s,  nspf 834 1,197 1,26 6

So urce : H ig hlights  of  U.S . Ex po rt and Im port Tr ad e, FT 990
December 1978 , 1979, Ju ly  1980 , O.S. Depar tment  of  Commerce 
Ele ments  may not  add to  to ta l s  due to  ro un ding .
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O.S. Im por ts fro m Jap a n , 1978-19 80
(m il li o n s o f d o l l a r s ,  f . a . s .)

J a n - J u l
1980

Commodity 1978 1979 An nual R at es

Grand T o ta l 24 ,458 26 ,243 30 ,246 *

A g r ic u lt u r a l co mmod iti es 102 89 94
V egeta b le s and  f r u i t s 36 30 34

N o n a g r ic u lt u ra l co mmod iti es 24 ,356 26 ,154 30 ,1 52 4
F is h  and p re p a ra ti o n s 199 163 162
C hem ic al s,  r e la te d  p ro ducts 563 616 739
M anufa c tu re s,  c l a s s i f i e d  by raw  mat . 4, 79 3 5,10 2 5,87 8

T ir e s 201 221 263
T e x ti le  y a rn , f a b r ic s 448 370 344
G la ss , p o t te r y ,  ch in a 311 294 297
Ir on  and  s t e e l  m il l p ro ducts 2, 34 7 2,66 0 2, 97 5
M etal  m an u fa c tu re s,  nsp f 982 979 1, 05 2

M ac hi ne ry 7, 63 5 7, 78 5 8, 35 0
Power g e n e ra ti n g 451 538 512
S p e c ia l purp ose 648 689 699
M etal  working  & ma ch ine  to o ls 247 398 564
G ener al  i n d u s t r i a l  & p a r t s ,  n sp f 808 901 928
O ff ic e  m ac hi ne ry  & ADP mac hi ne s 949 970 1, 17 0
T el ec om m uni ca tions , sound  re c o rd in g

& re p ro d u c ti o n  ap p ara tu s 3, 32 7 2,91 5 2, 84 0
E le c t r i c a l  m ac hi ne ry  & p a r t s ,  nsp f 1, 20 7 1, 37 3 1, 63 7

T ra n sp o rt  Eq uipm ent 8, 40 4 9, 71 2 12 ,054
Pas se nger  c a r s ,  new 5,73 5 6,66 4 8, 15 7
Bu ses  and  tr u c k s , new 120 402 466
Aut o,  t ru c k , bu s p a r ts 1, 53 9 1,50 4 1, 95 0

(e x c l.  e n g in e s , t i r e s ,  e l e c t r i c a l )
M oto rc ycl es  and  p a r ts 816 900 1, 16 7

M is ce ll aneous  m anufa c tu re s,  n sp f 2, 53 3 2, 44 1 2, 53 8
C lo th in g , le a th e r  & fu r a r t i c l e s 292 187 189
P r o fe s s io n a l,  s c i e n t i f i c  in s tr u m e n ts 271 283 310
W at ch es , c lo c k s  and  p a r ts 241 242 268
To ys , ga mes , sp o r ti n g  go od s 194 187 233

Sou rc e:  H ig h li g h ts  o f O.S . Expor t and Im por t T ra de, FT 990
Decemb er 19 78 , 19 79 , J u ly , 19 80 , O .S . D ep ar tm en t o f Commerce 
Ele m en ts  may no t add to  t o t a l s  du e to  ro und in g .

*
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Mr. Bowen. I thi nk  at this  point we will call on Ambass ador 
Hormats. Let me say th at  I appr ecia te the  good work you have 
done in the  past, par ticu larl y in looking afte r some of o ur agric ul
tur al exports. Tha nk you.

STATEMENT OF HON. ROBERT D. HORMATS, DEPUTY U.S. TRADE 
REPRESENTATIVE

Mr. Hormats. Let me ju st say wha t a pleas ure it is to be here  to 
discuss an issue th at  encompasses perh aps the  most impor tant  set 
of tra de problems the  Unite d States has in the  world today. Tha t is 
the  t rad e rela tionship  w ith Jap an.

I think  it is fair  to say th at  Japa n and the  Unite d States, which 
are  the  world’s two large st ma rke t economies, face a num ber of 
common problems in the  coming decade. By and large, we expect 
to, as we have in the  past, address these  on the  basis of common 
inter est. We have worked very closely and constructiv ely toge ther  
in the  MTN, the  mu ltil ate ral  tra de  negotiations, in dealing with  
many bila tera l problems in the  economic summits, and  in the  
OECD, GATT, IMF, and elsewhere.

To be very frank, the re are  problems from time  to time  in 
achieving  the  kind of close cooperation th at  both the  Unit ed States 
and Jap an  recognize we need to achieve.

I thou ght it would be useful to discuss this  with  the  committee 
jus t for a moment, to give you some sort  of feel for the  sett ing  in 
which we negotia te with  Japa n.

DIFFERENCE IN PERCEPTIONS

There  is a difference  in perceptions between the  Uni ted Stat es 
and Jap an.  Japa n is viewed by the  Unit ed State s as an economy 
which was fragile  bu t now is very robust,  highly  competitiv e, and 
somewh at insensitive  both to the  impac t of its exports in the  
Unite d States and in other countries and to the  percep tion of 
unfa irnes s crea ted by cer tain  bar rie rs th at  Americ ans face when 
they  t ry  to  se ll in the  J apa nese market.

In Jap an,  however, the  image of Japa n is somewha t differe nt. 
Japa n perceives itse lf a s highly  vuln erab le to supply disru ptions of 
such vital  impor ts as food and energy. They feel they  are  often 
unjust ifiably  singled out for discrimin ation  and penalized for be
coming a vigorous inte rna tional  competitor.

They, for instan ce, tend  to focus on a very large tra de  deficit, 
over $3 billion, thro ugh  Augus t 1980. We tend  to focus large ly on 
the  $8.7 billion tra de  surp lus which Japa n had  with us in 1979, to 
which a high volume of Japan ese  car  e xports contributes.

It is also tru e to say th at  Japa n has  made an effort to liberalize. 
It has lowered tari ffs and allowed trade negotiat ions. It has re
moved almost all of its qua nti tati ve restri ctions, and while impor
ta nt  bar riers remain, progress has  been made by Jap an.  None the
less, the  way Japa n has  under tak en its liberal ization, has led to 
the  impression th at  J ap an  is more prote ction ist tha n it is—not th at  
the re aren ’t examples of protectionism.

7 1-0 28  0 - 8 1 12
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FRUSTRAT ING NEGO TIATIONS

One problem is th at Japa n’s negotiating  style is somewhat incon
sistent with its stake  in the internatio nal  economy. Jap an negoti
ates in a way which almost tends to force other count ries to apply 
pressure to it. It seems not to move unless overwhelming pressure 
is applied, and then  only at the las t minu te, and then only the 
minimum amou nt necessary.

Needless to say, this is f rus tra ting to the  negot iators  involved. It 
is pa rticu larly  frus trat ing in that  J apa n, which probably has more 
at stake tha n any other nation in term s of an open world economy, 
appears to be the  laggard in the  effort toward trade liberal ization 
and appears  not to move ou t of an  intere st in the  world economy, 
but only out of the  result  of pressure be ing applied.

As I know that  many Japa nese negot iators  and officials under
stand the stake  that  Jap an has in the  world economy, I can only 
assume that  the  country’s nego tiating position is the  legacy of an 
era in which J apa n was too weak to play a major role in the  world 
economy, and indeed, was not expected to. Nei ther  of these  are 
true  today. Jap an  should be playing  a more active role, and it 
should be at  the forefront in the  libera lization effort. It has not 
been.

I also think  the  problem goes beyond those of differences in 
perception and negotia ting approach. As Under Secretary Herz- 
stein indicated, ther e still are  some major difficulties in penetra t
ing the Japanese market. Some of th ese are  socioeconomic or cul
tural in nature , such as the  distr ibut ion system based on close 
family or personal relationships, at the  expense of efficiency. Some
times suppl ier relationships are  based on personal ties or personal 
obligations.

AGRICULTU RAL  PROTECTIONS

There is protection of a gricul tural interests.  Beef, citrus, tobacco, 
and rice are  all protected—in pa rt for political and  social reasons.
Then, the re is t he atte mpt to protect industrie s to enable them to 
develop economies of scale. The automobile industry benefited from 
this, as did telecommunications.

These bar riers are a source of major frustra tion  to the  United 
States. We have been pressing J apan  and we will continue to press 
Jap an to reduce those barrie rs.

Now, I think  there are  two things th at  need to be done in the 
nea r futu re to help us overcome the  problems of the  past. First,
American firms need to make a substan tial ly gre ate r effort tha n *
before to explore and genuinely pursue opportuni ties for sales in
Japan. A number of firms  have done this. A number haven’t, and
some of th e firms that haven’t migh t well in the  new environment
be able to do be tter. *

Second, Jap an needs to overcome its ra ther  porcupinish atti tude 
toward imports by showing demonstrab le evidence that  it is gener
ally committed to buying foreign products,  especially in areas such 
as high technology goods, autos and  auto  parts , and agriculture,  in 
which it might  be more politically comfortable not to do so.

Nowhere would such evidence be more graph ic tha n a decision 
by Japan  to adhere to the Government  procurement code negotiat-
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ed in Geneva, including a decision to make all procurement of th e Nippon Telephone & Telegraph Co. subject to the obligations  of the  code. This is part icularly  important , and I will ret urn to it in a moment.
ALTERNATIV ES FOR JA PA N

There are  other areas in which we would like Jap an  to move— the  agr icultural are a and in buying autos  and auto par ts purchases. I think  one of the  interesting things,  one of the  unique  things, in Japan is that  the  consumer movement has real ly not taken off. As a ma tte r of fact, it has always surprised me th at  the  consumer  movement has n’t pressed Jap an  to liberalize  in area s such as agriculture long before foreign pressu res were brought to bear.
When one looks a t citrus , beef, rice, and tobacco, and a number of other product areas in Japan,  one concludes that  t he consumers the re really have not asser ted themselves as much as they  have in most o ther  industr ialized countries.
It is a surprising thin g that  Japanese firms have not placed greater pressure on the ir own government to liberalize. A number of Japa nese  firms are  doing very well in the  natio nal economy and have a stake in keeping the ir economy open. Yet they  don’t seem to be able to put  pressure on the  Japanese Government to remove those bar riers which give rise to criticism  of unfai rness  by Japan.A number of Japanese firms which should be reaching out to import, par ticu larly auto  firms, which could be importing more American a nd European parts , do not seem to be will ing to do this. They don’t seem to recognize how helpful th at  would be in reducing some of these protectionist pressures.

SPECIFIC SECTOR PROBLEMS

Let me now turn  b riefly to some of the specific sectoral problems that I was asked to comment on.
Very briefly, on autos: I won’t rehearse the  background or the  dimensions of the  auto  problem. I think  we are  all familiar  with that. As Under  Secretary  Herzstein has indicated , the re is an auto components buying mission in the  United  S tates today. The administra tion regards concrete resul ts from this  mission to be extrem ely important to improve the  present climate , crea te jobs, and improve the prospects o f the depressed U.S. par ts indust ry.
Congressman Bowen has already stressed the  impor tance  of th is to his distric t, and I believe th at  many  distr icts throughout  this country  and many small par ts firms would benefit substan tial ly by such concrete results.

UNITED STA TES-JAPAN  DIALOG

I have met with  a  numb er of the  labor unions  tha t are interested in selling or having the ir companies sell to Japa nese  companies, and today or tomorrow this  auto  par ts buying mission will be 
meeting with a num ber  of au to unions. It has met with something on the order  of 160 American firms, 80 of which are  going to be following up with  good prospects.

So, we think  some good progress can be made, and we have emphasized the  g rea t impor tance we a ttach to this. There will also
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be a visit of a Japanese mission next  week to explore the  possibility 
of licensing production of part s in the  United States for incorpora
tion in Japanese  cars, eith er new cars or cars already on the  road.

We regard both of these  missions as extremely  important.  We 
are going to be monitoring developments very carefully . The De
par tment  of Commerce will be supervising this  effort, and I can 
only commend the efforts of the  Dep artm ent of Commerce in set- *ting up these missions and cont ribu ting  to wha t I believe will be 
important successes.

IMPORT RELIEF
«Let me comment very briefly  on the  question  of import relief.

The UAW and the Ford Motor Co. have petitioned the  USITC for 
temporary  relief  under section 201 of the  1974 Trade Act. The 
process mandated by th at  ac t is  now being followed.

We believe that  they  have taken advantage of t he  correct  proc
ess. It provides a framework in which claims by domest ic industr ies 
and labor for import relie f can be fairly processed—with all par 
ties, including the unions, firms, exporters, other governments, and 
consumers, all having the ir day in court.

The ITC has scheduled public hear ings  for October 8, and  it will 
vote on the  questions of inju ry and remedy by mid-November. They 
have expedited the process a t the  request of  the President .

As I say, we believe this is th e righ t process.
With respect to House Concurrent Resolution 363 and similar 

resolutions, our position is th at  the  process mandated by the  Con
gress involving the  independent ITC, the  executive branch, and 
indeed a formal review by Congress itse lf through  the  override 
process, has been engaged and should be permitted to work.

We would prefer th at  th at  process be allowed to work ra ther  
tha n th at  other processes be establ ished th at  would deviate from 
the  mandate of Congress.

GO VE RNME NT PRO CUR EMENT

With respect  to governmen t procurement, I testi fied this  morn
ing before the  Ways and Means Committee on the problems we are 
having in  ou r negotiations w ith Japan over the  inclusion of Nippon 
Telephone & Telegraph und er the  obligations of the  Government procurement code.

Let me jus t say, without boring this  committee with  all the  
detai ls of th is long, drawn-out negotia tion, th at  it continues to be 
the  firm position of the  a dminist ration th at  we insist that  all NTT *
procurement be placed und er the  observation of the  Government 
procurement code. We attach  impor tance to the  resolu tion of this 
issue. We hope it can be resolved for the  yearend  deadline set by 
the  Strauss-Ushiba  agreement. *

There is, however, a considerab le distance between us, and we 
mus t recognize the possibility that  agreement may not be reached.
We are going to work hard  to see tha t it is reached.  We very much 
welcome the support of Congressman Jones and of th e Congress in 
gene ral on behal f of our position. There will be a num ber of meet
ings between now and the  end of October. Hopefully we can make 
some progress.
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With respec t to agr icultural issues, I have checked off th e main 
problems before us. Let me concentra te for a moment on the  ques
tion of tobacco products. We have had severa l discussions with 
Jap an.  It is our judgmen t that  the  Japane se duties  on tobacco 
products are  unacceptably high and prohibi tively high.

. MARKETING, ADVERTISING, DISTRIBUTION

We also are  extremely  concerned about wha t has become known 
as the  MAD issue—market ing, advert ising,  and distr ibut ion with 

, regard to tobacco. We are  attempting  to get those liberalized.  We
have had a team in Tokyo. The team  in Tokyo has focused a lmost  
exclusively this  time around on the  question of t he duties. There 
was a meeting yeste rday between Japanese officials and  private 
sector people on the  MAD issues, and I don’t have the  results  of 
that  meeting.

However, I can report to you on the  resu lts of the discussion on 
tariffs. From our point  of view the  discussion was total ly unsatis 
factory. In our judgment, we have been given t he  runa round by th e 
Japa nese on the  question  of tariffs . We expected that  t he Japanese 
would make a genu ine offer to lower the  tariffs , which were ex
tremely prohibitive, and  we have not seen any  progress toward 
that  end.

I can only say in this  public forum th at  the  results have been 
unsatisfactory. We are going to  be pressing very hard on t he  J ap a
nese to come up with satisfactory resul ts. The ir tarif fs are  prohib i
tive. They are  highly protective . They are  administered by a mo
nopoly. We cannot consider  that  any thin g close to fair  trade exists 
in the  area  of tobacco products.

I won’t go into the  detai ls of the other elements. I know you are  
probably interested in logs, and some progress has been made on 
logs and lumber. We have seen a litt le bit of shift, from logs into 
lumber, which is wha t the  State of Washington is par ticu larly 
inte rested in. I t is no t enough of a sh ift, however.

The idea, I guess, cert ainly is to increase the  value added in the 
Sta te of Washington, and  we are trying to get the  Japanese to 
upgrade the ir imports.  We are  not asking them  to stop buying the  
logs. We are jus t asking them  to buy more lumber as well.

REMOVING BARRIERS

In conclusion, let me make  a couple of ve ry general  points. We
• do no t look a t the  trad e relat ions  with  J apan  solely from a bilate r

al point of view. We have tried to avoid focusing enti rely  on the  
bilate ral  balance with Jap an, as much of a problem as that  is.

It is our policy to press for the  removal of trade bar rier s with
* both surp lus and deficit countr ies. We are  criti cal of ce rtain  Japa 

nese barriers, not only because  Japan is in surp lus with us, but  
because we consider them  unjust ified and harm ful to U.S. sectors 
which deserve gre ate r competit ive opportuni ties in Japan.

We are similarly  crit ical  of unjus tified bar riers by deficit coun
tries , and we are  p ressing just as hard on those barrie rs.

However if we pers ist in trying to achieve bila tera l balance or 
complete balance with  all countr ies, the n we leave ourselves open
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to criticism and simila r efforts from other countries with which we 
are  in surplus.

We cer tainly  don’t want  to have pressu re from surplus countries  
saying we have to reduce our surpluses with them. For this  reason, 
we have to watch the way we deal with countr ies with whom we 
are  in large deficit.

UNITED STATES-JAPAN RELATIONS

I will jus t close by saying that  both the  United States and Japan 
have a strong  feeling of openness and fairness in the internation al 
trade system. It is in that  sp irit th at  we conduct our trade relations 
with Jap an  and o ther nations.

We expect Japan to do likewise, and indeed, it is my judgment 
that  in a period of g rea ter protectionism, or protectionist pressures  
in the world, the ability of the United States and other count ries to 
maintain  a fair  and open inte rna tion al trad ing  system will in par t 
tur n on Japa n’s approach. If Japan does not continue to move in 
the  direction  of greater  openness, it is going to be much more 
difficult for other countries to do so, and, indeed, protection will 
strengthen  considerably.

With tha t, I close my testimony, and am prepared  to answer 
questions from the committee.

[Mr. H ormats’ prepared stat ement  follows:]
Prepared Statement  of Hon . Robert D. Hormats, Deputy U.S.  Trade 

Representa tive

I am pleased to appear before your Subcommittees this 
afternoon with my colleagues from the Departments of State 
and Commerce to discuss the status of trade relations between
the United States and Japan as well as to comment on House
Concurrent Resolution 363.

Japan and the United States, as the world's two largest 
market economies, face a number of common problems in the 
coming decade. We face enormous economic uncertainty, which 
has contributed to a sense of popular frustration and 
vulnerability to changes perceived to be beyond our control.
We have each suffered major difficulties resulting from the 
need to adjust to higher energy prices. Each of our countries 
faces growing competition from the developing nations. These 
problems will not go away, and our ability to address them, and 
future difficulties, will be strengthened by acting with a sense 
of common purpose.
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In most cases we have done so. In the Multilateral Trade 
Negotiations, in addressing bilateral trade problems, and in 
numerous international fora such as the OECD, the IMF, the GATT, 

a and the Economic Summits, our two countries have worked to
achieve progress in our mutual interest and in the global interest.

Vet, frankly stated, from time to time the close cooperation 
which both of our countries recognize to be in our common 
interest becomes elusive. One important reason is that Japan 
perceives itself in a light quite different from that in which 
others perceive it. In the United States there is a widespread 
feeling that Japan, while once a fragile economy, is now robust, 
highly competitive, and yet insensitive to the disruptive impact 
of its exports in the American market and to the unfairness of 
its restrictions on American exports to Japan. In Japan there 
remains a deep-seated popular sense of vulnerability to supply 
disruptions of vital imports; many Japanese feel that Japan is 
often unjustifiably singled out for discrimination and is often 
criticized for having succeeded in becoming a vigorous 
international competitor.

Japan, for instance, today focuses great attention on its 
global trade deficit of over $3 billion through August 1980 and 
its need to import over 99 percent of its oil (one-half of

*
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total Japanese imports), and 50 percent of its food. In the 
United States greater attention is paid to the $8.7 billion 
trade deficit which the United States had with Japan in 1979 
and to the large volume of cars exported to the United States
in 1980.

The existence of a large trade imbalance between our two 
countries, dramatic Japanese increases in international 
competitiveness and rapid market penetration in sensitive 
industries, and certain Japanese import restrictions have made 
trade a recurring subject of friction between the United States 
and Japan. Japan has responded to frequently intense United 
States and Third Country pressures, and to the need to contribute 
to the success of the Multilateral Trade Negotiations, by 
significantly liberalizing access to its market. It has, since 
1970, removed virtually all of its quantitative restrictions, 
agreed to reduce its average tariff level on industrial products 
from about 5 percent to 2.5 percent, agreed to the establishment 
of the Trade Facilitation Committee, and improved standards and 
testing procedures to permit greater access to its market. It has 
done these both because of its growing sense of awareness 
that it must assume greater responsibility for the international



179

trading system and because of its desire to reduce pressures 
for protection in the United States and other important 
Japanese markets.

One reason why Japan, despite major import liberalization, 
is perceived to be so protective of its market, apart from the 
remaining barriers which I shall soon discuss, is its style of 
negotiating— its seeming inability to act unless faced with major 
pressures to do so and then, seemingly, only with the greatest 
reluctance. In this manner, it strengthens the perception that 
Japan, which more than any other country is dependent on an 
open world economy and thus might be expected to take the lead 
in global trade liberalization, is in fact a laggard in the 
liberalization process and reduces barriers not out of concern 
for or responsibility to the system but because of likely 
retaliation if it does not. Whether fair or not, this view of 
Japan's attitude is widely held in this country and in Europe.
As I know the many Japanese political leaders and officials with 
whom I have closely dealt to be extremely talented and skillful, 
and to recognize the need for Japan to play a positive leadership 
role in the world economy, I can only conclude that the
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Japanese approach to negotiation is a legacy from an era 

when Japan was too weak to play a major role in the world 

economy and was not expected to. Neither are true today.

However, the problems which on occasion arise in our trade 
relationships are not only the product of perception and 

negotiating approach. There are still real difficulties in 

penetrating the Japanese market. Some of these difficulties 
result from barriers which are socio-economic, or cultural, 

in nature— such as a distribution system which stresses close 
personal relationships at the expense of efficiency, or supplier 

relationships based on traditional ties or personal obligations. 

Some result from a conscious governmental desire to protect 
particular interest groups— such as producers of beef, citrus, 
tobacco or rice. Others result from an attempt to protect 
industries seeking the economies of increased scale— such as 
telecommunications and, until recently, autos.

Clearly these barriers are a source of frustration for 

potential United States exporters. We expect Japan to provide 
our farmers and manufacturers the same extensive opportunities 
which Japan enjoys in our market.



To cite these barriers does not mean that Japan is, as it 
was 10 years ago, an essentially closed economy. One must ask, 
as did the House Ways and Means Committee's Subcommittee on Trade 
in its recent publication on U.S.-Japan trade, "whether current 
complaints about Japan’s closed markets are correct, or are based 
on examples and perceptions from the recent past, when Japan was 
indeed largely closed to imports." Part of the answer to this 
question will be found if American firms are willing to make a 
substantially greater effort than before to explore, and genuinely 
pursue, opportunities for sales in Japan. This effort can, of 
course, be supported by a considerably greater emphasis within this 
country on government policies and private sector efforts which 
strengthen United States export competitiveness through increased 
research and development, modernization of plants and equipment, 
and greater management and labor attention to quality control 
and productivity.

Another part of the answer will be found by Japan's making 
a special effort to overcome its "porcupinish" attitude toward 
imports by showing demonstrable evidence that it is genuinely 
committed to buying foreign products— especially in areas, such 
as high technology goods, autos and parts, and agriculture, in 
which it would be politically more comfortable not to do so.
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Nowhere would such evidence be more graphic than a decision 
by Japan to adhere to the Government Procurement Code negotiated 
in Geneva— including a decision to make all procurement of 
the Nippon Telephone and Telegraph Company subject to the 
obligations of the Code.

It is, in fact, surprising that Japanese consumers, who 
frequently pay higher prices for the sake of relatively small 
groups of agricultural producers, or manufacturers, have not 
asserted their interests to the point that import liberalization 
is pursued by the Government of Japan for sound domestic 
reasons, rather than as a result of foreign pressure. It is 
equally, if not more, surprising that Japanese firms which have 
demonstrated international competitiveness are neither in the 
vanguard of the effort to ensure the eradication of these 
Japanese barriers which give rise to foreign criticism of 
unfairness nor aggressively seeking to import foreign goods 
into Japan. The Japanese auto companies, in particular, 
have been curiously reluctant to actively pursue opportunities 
for marketing American cars in Japan and purchasing American- 
made new and replacement parts— efforts which could help to 
reduce protectionist pressures against Japanese autos.



Automobile Trade with Japan
Let me now turn to autos and summarize briefly the dimensions 

and nature of the problem before us and our approach to it.

Through September 10 of this year, U.S. auto manufacturers 
have sold 4.6 million cars, a 23 percent decrease from the 
5.4 million cars sold in the comparable period in 1979.
Roughly 300,000 workers in the auto manufacturing industry 
are laid off, with an estimated 700,000 additional workers 
laid off in secondary supplying industries. Almost 1,000 
new car dealers have gone out of business over the last 
year, and a significant number of those dealers have been 
minority-owned enterprises.

Meanwhile, sales of imported Japanese autos have increased 
in both absolute terms and in share of the U.S. new car 
market. Sales of Japanese cars through August of this year 
were 1,348,400 units, up 10 percent from the 1,223,200 units 
of the first 8 months of 1979. Likewise, the Japanese share 
of the U.S. market has increased from 16.6 percent last year 
to 22.4 percent this August. Japanese imports now account 
for about four out of every five imported new car sales in 
the United States.
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American Industry's Efforts to Adjust
The United States automobile industry's own efforts to

adjust to improve their situation are paramount. The key to 

reducing imports lies in producing a greater quantity of 
fuel-efficient cars in the United States. A move to produce 

increased numbers of such cars, fortunately, was already 
planned by the U.S. industry prior to the recent shift in 

consumer demand. The effort was significantly spurred on by 

Congressionally mandated fuel efficiency standards. The 

domestic car industry is presently in a state of transition 
unprecedented in industrial history. Within a total span of 
less than a decade, the American car will have been almost 
totally redesigned to meet fuel efficiency goals. The size 

and rapidity of the industry's investments, estimated at $80 
billion over a five year period, will transform the industry.

Much of this spending is taking place during the current 
recession, when almost all of our auto manufacturers are 

writing their profit and loss statements in red ink.

The results of these efforts will begin to be evident in the 

new model year. Ford Motor Company will shortly unveil 

their high technology and fuel-efficient front-wheel drive 
Escort model subcompacts. General Motors will introduce 
new innovations in engine design such as electronic carburation 

control and variable cylinder usage that will enhance both
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fuel economy and pollution control, and in the spring of 
next year, GM will introduce a new line of subcompacts, the 
J-car. Chrysler Corporation will, next week, present its 
new K-cars, which are rated at 25 miles per gallon in the 
city and 41 on the highway— with a 6 passenger capacity.
American Motors and Volkswagen of America will continue 
their emphasis on small cars which has led to sales increases 
by these two companies in 1980 compared to last year.

The Administration's Response
The Administration has sought to facilitate the retooling of 

our industry to permit production of small, fuel-efficient, 
competitive autos. It has also sought to reduce the burdens 
borne by workers during this transitional period. In 
cooperation with the Congress, it has provided special 
financial assistance to the beleaguered Chrysler Corporation 
and is developing through tax policy, capital formation 
incentives.

In July, President Carter announced a number of specific 
actions including relaxation of some regulatory requirements, 
new adjustment assistance benefits to aid communities 
severely affected by the changes in the auto industry, tax
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relief proposals, and a package of loan programs to aid

automobile dealers. The President also called for a joint 

industry, labor, and government Automobile Industry Committee 
to undertake a continuing dialogue on industry concerns.

Members of this Committee met last week in Detroit to organize 

and set their agenda.

Another major element of the Administration's policy during 

this transition period has been to encourage economically 
viable investment in the United States in automotive 

manufacturing facilities. To date, Honda and Nissan have 
announced plans to produce cars and trucks, respectively, in 

the United States. Nissan has yet to definitively pick a 
plant site. Toyota, the largest Japanese exporter to this 

market, continues to study investment possibilities here.

To promote an increase in our exports to Japan, we have 

reached an agreement with the Japanese Government on a 

number of measures designed to increase access to the Japanese 
market for U.S. made automobiles, parts and components. In 
May, the Japanese Government agreed to eliminate import 

duties next spring on most automobile parts, ameliorate the 
impact of certain Japanese standards, and send automobile 

parts buying and investment missions to the United States.

4
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The Auto Components Buying Mission is in the United States 
at the present time. The full benefit of this mission will 
not, of course, be realized overnight. With U.S. parts 
making capacity readily available, however, it should be 
possible soon to see tangible results in the form of contracts 
in some cases, and in other cases, concrete steps toward 
contracts. The Administration regards concrete results from 
this mission to be an extremely important contribution by 
Japanese firms to improving the present climate, creating 
jobs, and improving the prospects of the depressed U.S. auto 
parts industry.

Next week, a second mission from Japan will visit the 
United States to explore opportunities to license U.S. production 
of official Japanese auto parts and to explore joint ventures 
or other forms of investment opportunities in the United 
States. This mission offers another opportunity for positive steps 
to restore better balance to automobile trade through
economically viable production arrangements and investments 
in the United States.

The Japanese Government has agreed on the need for significant 
and lasting results from the auto parts buying and investment 
missions. Our two governments will monitor closely the
missions’ results.

7 1 -0 2 8  0 - 8 1 - 1 3
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Request for Import Relief
In spite of the adjustment actions taken by the Administration, 

the Congress, and most importantly, the industry itself, 
many Americans continue to be concerned that the unprecedented 
Japanese shipments during this transitional period will 
permanently alter the structure of our automobile market to 
the disadvantage of American companies and workers.

This situation has led to calls in our country for import 
restrictions. The United Auto Workers and Ford Motor Company 
have petitioned the U.S. International Trade Commission for 
temporary import relief under the provisions of Section 201 
of the Trade Act of 1974. At the President's request, the 
USITC has accelerated the schedule for its decision. If 
the U.S. International Trade Commission finds that imports 
of automobiles are a substantial cause of injury, or threat 
thereof, and recommends import relief, then President 
Carter will be authorized under our domestic law to restrict 
auto imports by means of tariffs, quotas, tariff-rate quotas, 
or orderly marketing agreements. In addition, bills have 
been introduced in the Congress to accomplish the same 
purpose by directing the President to enter into voluntary 
restraint arrangements with the Government of Japan.

In 1974 and 1979, the Congress passed trade legislation that, 
among other things, provided a framework within which claims 
by domestic industries and labor for import relief against 
injurious imports are fairly processed with all parties
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having a right to be heard. The U.S. International Trade 
Commission has scheduled public hearings for October 8 and the 
Commission will vote on the questions of injury and remedy by 
mid-November.

With specific reference to House Concurrent Resolution 
363 and similar resolutions, the Administraton's position is 
that the process mandated by Congress involving the independent 
U.S. International Trade Commission, the Executive Branch 
and a formal review by Congress, itself, through the override 
mechanism, has been fully engaged. This process should now 
be allowed to operate.

Government Procurement
The opening of Japan's telecommunications market through the 

Government Procurement Code remains a key trade objective 
vis-a-vis Japan. I would like to review where we stand on this
most difficult and sensitive issue.

Its roots lie in the nature of the Government Procurement 
Code. Unlike the other MTN Codes, the balance of rights and 
obligations under the Government Procurement Code cannot be 
considered in abstract terms. This Code deals with contracts—  
the dollars and cents of trade. Hence, any consideration of 
reciprocity requires that advantages be measured in terms of 
the commercial opportunities which each signatory to the Code is 
offering. To put it plainly, in order to arrive at an equitable 
arrangement under the Code, there have to be reciprocal commercial 
opportunities.
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We have succeeded in achieving the appropriate reciprocal 
balance under the Government Procurement Code with all our 
major trading partners except Japan. The final package of
agreements with these countries does not offer all that we •
had hoped, but we were able to offset what we saw as
deficiencies by withdrawing our offer of coverage of entities
such as the Departments of Transportation and Energy. On
balance we see major new export opportunities being created
by the agreements we have reached to date.

In the case of Japan, our task was more difficult.
Japan has offered its central government ministries, as 
other countries had done. However, in Japan's case this was 
not enough. Japan does not have a central purchasing 
agency, a large Defense purchasing program, or units within 
agencies which make large purchases. It procurement system 
is highly disaggregated. Rather than having one entity do 
all its purchasing, Japan has a multitude of procurement 
units that make a large number of small purchases. As a 
result, the average dollar value of Japanese procurements is 
relatively small. This is important because the Government 
Procurement Code only applies to purchases above a threshold 
of 150,000 Special Drawing Rights —  approximately $190,000.
The disaggregated nature of Japan's procurement system meant 
that a large portion of its purchases would be below the 
threshold and therefore not be subject to the Code.
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Another factor we had to consider was that Japan has 
already shown how competitive it is in our markets. To 
date, our performance in selling to Japan has been less 
encouraging. This meant that to achieve balance with Japan 
we would have to gain access to purchases in areas where we 
know we are competitive.

When we analyzed Japan's government procurement market, 
we found that the one entity the inclusion of which could 
provide a balanced package was Japan's Nippon Telegraph 
and Telephone Company - NTT. NTT buys centrally in large 
quantities, meaning a high proportion of purchases above the 
threshold. It purchases high-technology products where the 
United States is highly competitive. NTT has taken on a 
special significance over the years because U.S. exporters 
had repeatedly found that NTT was unwilling to buy non- 
Japanese goods. This was hard to accept given that our 
firms were offering products equal to or better than the 
products being offered by their Japanese competitors. It 
was even harder to accept given our bilateral trade balance 
with Japan, and the extensive opportunities which Japanese 
high-technology firms have to sell in our market.

In Geneva we pressed Japan to add NTT to its entity 
offer. This began the process of negotiation which is still 
going on today. Japan at first resisted our request, 
arguing that our offers were already balanced since we had
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each offered to place procurement by our central "government 
agencies (e.g. the principle ministries and departments) 
under the code. We, in turn, made it clear to the Japanese 
that we were judging reciprocity in purely commercial terms 
and that we did not believe that this balance existed 
without the addition of NTT. Eventually Japan came forward 
with an entity offer which included NTT. However, the offer 
was limited to the purchase of non-telecommunications related 
equipment such as paper, pencils, utility vehicles and 
telephone poles. This was obviously unsatisfactory.
It excluded the high-technology products which we were most 
interested in selling to Japan. Our response was that 
this was a useful first step, but that it was far short of 
being acceptable. In brief, we told them we could not 
settle for anything less than full access to NTT's tele
communications purchases.

The NTT issue became the major outstanding issue 
between Japan and the United States in the closing days of 
the Tokyo Round of Multilateral Trade Negotiations. Negotiations 
continued well into the eleventh hour with, then Special 
Trade Representative, Robert Strauss, leading our team.
Despite countless hours spent in negotiations we recognized 
it would not be possible to complete work on this issue 
before the close of the MTN. However, both the United 
States and Japan wished to continue discussions in the hope 
of reaching agreement before the Code entered into force on
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January 1, 1981. As a result, long hours of negotiations 
yielded the Strauss-Ushiba Joint Statement of June 2, 1979.
Under the terms of this document we agreed to reach agreement 
on entity coverage by December 31, 1980. It was also agreed 
that we would establish a work schedule beginning in July 
1979.

Since July 1979 we have had numerous technical and 
substantive discussions with the Japanese. I believe that 
these discussions have been useful. Through them we have 
gained a deeper mutual understanding of our respective 
telecommunications markets. In particular we have taken this 
opportunity to stress the importance we attach to improved 
market access opportunities in Japan for our high technology 
products. In addition, we have had useful discussions on 
the flexibility of the Government Procurement Code. Differences 
in interpretation of the Code have been narrowed.

We have made some progress with the Japanese. Up until 
recently NTT has been adamantly opposed to any changes in 
its purchasing procedures. It appears that NTT is willing 
now to work towards developing procedures which will permit 
international access to its purchases.

In order to come to agreement with Japan, all of NTT’s 
purchases must be subject to the obligations of the Government 
Procurement Code. This continues to be the firm position of
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this Administration. I cannot overemphasize the importance 
which we attach to the resolution of this issue. It is our 
strongest hope that it will be resolved well before our year- 
end deadline. However, there is still a considerable distance 
between us, and we must recognize the possibility that agreement 
may not be reached. Japan and the United States have a great 
deal to gain in resolving this issue and we are continuing to 
work toward this end.

Agricultural Issues

Let me now turn to agricultural issues. As noted above 
there are still serious problems of access into the Japanese 
market. We are particularly concerned about continued 
Japanese restrictions which do not allow us market access 
for those agricultural products in which the U.S. has a 
natural competitive advantage. We have gained limited 
improvements for citrus and beef. We would hope in future 
bilateral reviews such as those scheduled for citrus in 1983 
to see removal of most barriers in these areas. We hope 
that Japan is now beginning to reconsider its system of 
protection so it can provide the largely unfettered access 
for our competitive agricultural products that we provide 
for their industrial products.

In rice, we have been able to work out a mutually 
acceptable solution for the disposal of Japanese surpluses 
in order to prevent the disruption of traditional American



195

export markets. In areas of standards, especially those 
concerning processed agricultural products and pesticides, 
the U.S. has forced many artificial barriers. Presently, the 
U.S. and Japan have an environmental agreement which has 
set up programs of cooperation in that area. In addition, we 
would hope that in the context of the joint statement of 
standards worked out between Foreign Minister Director General 
Teshima and myself at the end of last year, we would be able 
to make progress to ensure an increasing movement of American 
products into Japan.

A major trade problem concerns tobacco products; we are 
hopeful, despite setbacks during recent discussions, that by 
the end of the year we will be able to see improved access into 
Japan. This would involve a significant reduction in the 
unacceptably high duty of 90 percent on cigarettes, 110 percent 
on pipe tobacco, and 60 percent on American cigars.

In the forest products sector, we have noticed a small 
improvement in the product mix between logs and lumber into 
Japan. Through the Forest Products Commission chaired by 
USTR-and the Japanese Foreign Office, we are hoping to attain 
more significant increases in our lumber exports.

Finally, regarding leather we are hoping, through joint 
efforts by the American and Japanese Governments, and private 
enterprises, to overcome some of the serious problems which
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have prevented American exporters of leather from filling 
the recently negotiated quotas. These quotas provide access 
to less than 2 percent of the Japanese market and we believe 
that joint efforts should result in our filling these quotas

Conclusion

I have discussed some of the ways in which we are 
managing our bilateral problems with Japan. Many of the 
specific measures I have mentioned should reduce our deficit 
with that nation. It is very important, however, not to look 
at our trade relations solely from a bilateral point of view. 
As you well know, the international trading system is a multi
lateral one. The critical measure for any country is its 
overall trade balance rather than its trade balance with any 
particular country. While we have trade deficits with some 
countries, like Japan, we have surpluses with others. In some 
cases, these surpluses may be as large and persistent as the 
deficits.

It is our policy to press for removal of trade barriers 
with both surplus and deficit countries. We are critical of 
certain Japanese barriers not because Japan is in surplus 
with the U.S. but because we consider them unjustified and 
harmful to U.S. sectors which deserve greater competitive 
opportunities in Japan. We are similarly critical of unjustified 
barriers of deficit countries.
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Also, if we become preoccupied with, and press for 
bilateral balances with, countries with which we have large 
deficits, we leave ourselves open for criticism from and 
similar efforts by those with which we are in surplus. Such 
an approach would not be in our interest and would be 
inconsistent with the advantages of a multilateral trading 
system.

The United States and Japan both have a strong interest 
in the health, openness and fairness of the trading system 
It is in that spirit that we conduct our trade relations 
with Japan and other nations. We expect Japan will do 
likewise. Indeed the ability of the U.S. and other countries 
to maintain a positive approach to the international trading 
system will in part turn on Japan's doing so.

We seek mutually beneficial trade relations with Japan 
because Americans and Japanese alike, as well as the international 
economy, stand to benefit. Reduction of this almost constant
source of friction should enable us to raise our sites to
the other areas of common interest.

As two countries with enormous technological, human, 
and financial resources, there are great opportunities for 
cooperation between Japanese and American scientists, technicians, 
economists, environmentalists, energy experts and sociologists, 
to achieve major breakthroughs which can improve the human 
condition.

We look toward a fruitful partnership with Japan in 
the 1980s. Together we can respond to the crying needs of 
the developing nations —  whose human needs present a compelling 
moral demand on our societies and whose economic well-being 
will be increasingly important to our own.
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Mr. Bowen. T hank you, Ambassador Hormats.
We, I think, have reached a  po int at  which we will probably have 

to pause for a word from our sponsor, the  House of Represen tatives, across there, in this thi rd segment of Shogun here today. I 
thin k we shall re turn  afte r we have made  th at  vote over there. If you gentlemen can stay  to be with us, we would cert ainly appreci
ate it very much. We will f inish up with Mr. Kopp’s testimony, and then  we will hav e some questions.

We will recess for about 10 minutes .
[Whereupon, a b rief  recess was taken .]
Mr. Bowen. The subcommittees will be  in  order.
I think  at this time we will have the testimony of Mr. Kopp.

STATEMENT OF HARRY KOPP, DEPUTY ASSISTA NT SECRETARY,
BUREAU OF ECONOMIC AND BU SIN ESS AFFAIRS , DEPART
MENT OF STATE
Mr. Kopp. T hank you, Mr. C hairman.
I have submitted a stat ement  for the record, and  I will summ arize it quite briefly, in view of the fact th at  most of the points  that  

are contained in my stat ement  have been covered quite  eloquently by Bob H erzste in a nd Bob Hormats.
Jap an  is our most imp orta nt tradin g pa rtn er after Canada. We have bila tera l trade with Japa n th at  last  year  exceeded $40 billion. 

We compete with  J apan  in this coun try and around the  world, but  
we also share with  Jap an a common commitment to a mu ltil ate ral  
trad ing system th at  is open to  free and  f air competition. We have a 
great stake  with Japan in cooperation in economic relations around 
the  world, because both of our economies can be very profoundly  
affected by economic developments arou nd the  world.

Jap an  certainly  has been affected by changes in the  world econo
my in recent years , and the  picture of Japa n as a nation with  an 
enormous trade surp lus is no longer accurate. Ja pa n’s trade  sur 
plus was $25 billion 2 years  ago, b ut thi s yea r a t rad e deficit of $3.5 
billion is projected, and Japa n is expected to have a current account deficit in 1980 of $16.5 billion.

japan’s external balance

This great shif t in Japa n’s external balance is due prim arily to 
the  tremendous increase  in the  price of oil—Jap an  is wholly de
pendent upon foreign sources of oil—to sluggish demand around 
the  world for Japan ese  goods, to the  a ppreciation of the  yen, and  to 
a reorien tatio n of Jap an ’s growth policies increas ingly toward stim
ulation of domestic consumption ra ther  tha n stimulation of the  export  sector.

Neverthe less, despite this  shif t in Ja pa n’s e xterna l balance, this 
shift to deficit worldwide, Japa n maintains a very large  trad e 
surplus with the  United  States . We est ima te the  surp lus this year 
at close to $10 billion. This is an impro vement of $3 billion in our 
bila tera l balance since 1978, but  it is roughly  the  same level we had in 1979.

I don’t want to overemphasize the  bila tera l trade  balance with 
Jap an.  It is a mistake to look at trade  bila tera lly. We have  a 
surplus with the  European Community which is virt ual ly the 
mir ror image of our deficit with  Japa n, and to try  to balance trad e
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bila tera lly would create  problems w ith those countries where we do 
have surpluses. Bila teral  balanc ing would cost us the  benefi t and 
advan tages  of the efficient allocation of resources th at  come from 
an open an d multil ate ral  tr ading system.

We have made real  progress in our negot iations  with Jap an  in 
past  years  on official trad e barriers, as Congressman Jones has 
noted. There are  some very formidable bar riers th at  still exist, 
both official bar riers and unofficial barrier s, and I will not go 
through the  catalog again that  Bob Horm ats and Bob Herzs tein 
described for you.

I do w ant to stress for the  record the  gre at impor tance  th at  we 
attach  to making progress in October in our talk s with  Japan on 
the  procurement policies of Nippon Telephone & Telegraph. We 
consider the  bar riers to imports of telecom munica tions equipment  
maintain ed by Japan to be really quite  unreasonable. We are  not 
at  all surpr ised th at  our negot iations  with  Japan in this area are  
very difficult. We know the  political stakes for the  Japanese . We 
know tha t much potential  t rad e is involved.

But I hope that  Japa n will come to underst and  the  benefi ts to 
Japa nese society of opening this  sector to inte rna tional  competi
tion. I am cert ain that  Japan underst ands the  consequences of 
failu re to do so.

As I said, I will not  go through the  descript ion of specific prob
lems that  we have. I don’t wan t to add to Ambassador Hormats’ 
remarks  on autos.

FUTURE COOPERATION

So, ju st to conclude, I do want to say th at  we should not, in our 
fascina tion with the  f rictions  of our rela tions with Jap an,  lose sigh t 
of t he cooperative elements of t ha t rela tionship  and the  potential 
for cooperation in the  fu ture.

We cooperate  as allies  in  m aintaining economic sanctions against 
the  Soviet Union, and with  respect to I ran.

We cooperate  in aiding developing countr ies. This is an area in 
which we have pressed Japan over the  last  few years to expand its 
activities, and now, for the  f irst  t ime, Japanese development assist
ance exceeds th at  of the  United States on a per capi ta basis. 
Increasingly, Japane se aid is untied , Jap an  has increased its aid to 
countr ies where we have mutual  security inte rests—to Turkey, 
Paki stan , and Thailand. In China, the  Japa nese aid program is 
largely  untied . We und erst and  that  a majority of the cont racts  let 
under the  Japanese concessional aid program to China have gone 
to non-Japanese firms. This is something really quite new in the  
way Ja pan ese  aid p rograms are  conducted.

JA PA NE SE  AID PROG RAMS

Jap an has  also assumed very heavy financial burdens for the 
care of refugees from Indochina.

The United States and Jap an  cooperate in the  energy field as 
well. We have join t research  and development agreemen ts looking 
at  coal liquefact ion and  at  othe r unconventional energy sources: 
solar, geothermal , fusion, magnetohydrodynamics.
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Jap an is contr ibuting $350 million to the  construction of a coal 
liquefaction plan t in West Virginia. It is a project that  will develop, 
if successful, a new technology th at  could expand not only world 
energy resources but also U.S. coal exports to Japan .

I thin k these  cooperative elements in our rela tionship  sometimes 
are forgotten because of the  g reat frictions that  exist between us. I 
simply want  to call them again to the  committee’s a tten tion  before *we tur n back to questions, and look once again at the  areas of friction.

Than k you very much.
Mr. Bowen. Thank you, Mr. Kopp. We apprecia te your state- •ment.
The distinguished gentleman from New York, Mr. Bingham, who 

is cochairing these hearings, is with  us, and he may well wan t to ask a question at  thi s time.

HOUSE CONCURRENT RESOLUTION 36 3

Mr. Bingham. T hank  you.
Two days ago, we had  representat ives  of Ford and Chrysler here, 

arguing strenuously for support.  One of the  various resolut ions 
before us, the  principal resolu tion we were looking at, of course, 
would be a sense of Congress resolu tion, without the  force of law, 
calling upon the  Presid ent to seek to negotiate voluntary res tra ints 
in the  export of automobiles to the  U nited  Sta tes. In the  tes timony, 
it was clea r that  the ir targe t is various ly stated, but  wha t it 
amounts to is a  target of trying  to get the  Japanese to reduce  thei r 
exports to the  United States by approximately 1 million units.

The represen tativ e of Chrysler  said it would be about  equivalent 
to the  number of cars the  company made on overtim e in Jap an.  It 
was reasonable to ask the  Japanese to suspend  exports to the 
United  S tates of cars t ha t were man ufac tured on overtime.

Either  way you look at  it, that  would cover about 1 million cars.
What  they are talk ing about here is new negotiat ions. Wha t is 

your qua rrel  with that  kind of a resolution? Is it a reasonable 
approach? Does it contem plate th at  the  cutbacks are  far  too large?

In general, I would like your comments on th at  specific proposition.
Mr. Hormats. I have enormous sympathy with those people who 

feel strong concern about imports of Jap anese cars. One can’t help 
but  be moved when one looks at  the  problems of this industry,  and 
it is all too tempting to come up with  that  solution of import restrict ions.

LEGISLATION ALREADY IN  PLACE

However, I think that  we have, as a resu lt of the  legislation 
passed by this  Congress over the  last  decade, a process which is 
designed to  identify, according to sta tutory  c rite ria,  w hether  injury  "
has occurred. Then, the  same sta tutes give the  Pres iden t the  au
thor ity to provide relief, taking into account the  relie f recommen
dation made by the  ITC, if in fact the  ITC determin es injury.

In my judgment, that  is a fair  process. Tha t process is the  one 
which has the  advan tage of widespread support in this  Congress 
and, I believe, among the  various constituencies which supported 
the  legislation in which this  sta tut e is contained. Congress is at-
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temp ting to come up with othe r remedie s which circumven t this  
process; however, it seems to me th at  Congress in its wisdom has 
provided a process, and  UAW and Ford have take n advantag e of it, 
and appr opriately  so, from the ir vant age points.

The process has been expedited at  the  request of the  Presi dent , 
and the  recom mendations from the  ITC will come in in mid-No
vember.

I believe th at  in term s of the  nati onal inte rest , in term s of the  
inte rest s of all  the  par ties  involved—and the re are  many who have 
an inte res t in this —tha t th at  is the  process which should be al
lowed to work itsel f out.

As I say, atte mpting  other remedies, would not be in keeping 
with the  spirit of those stat utes , and in my judg men t the  sta tut e 
th at  is on the  books should be the  one th at  is given a chance to 
work.

VIOLATING ANTITRUST LAWS

Mr. Bingham. The Indep ende nt Int ern ational Car Dealers Asso
ciation  argue d fur the r th at  without following the  procedu re con
temp lated  in the  sta tute, th at  it would not be possible to work out 
an orderly  mar ket ing  agree ment , th at  any such agre ement would 
be in violation of an tit ru st laws. Is th at  c orrect ?

Mr. Hormats. I have  the  advantage  of havin g one of the  best 
lawyers in the  coun try seated next  to  me.

Mr. Herzstein. I am flattered , but I should stress  I am not here  
in a lawyer capacity and  cannot speak  for those  who enforce our 
an tit ru st laws. There would be a problem, depending on how the  
volu ntary res tra int s are  imposed at the  Japane se end. If they are 
induced by Japane se Governmen t action, I thi nk  th at  basic an ti
tru st doctrine in the  United States is th at  these  would not be 
an tit ru st violations.

On the  oth er hand, if they  are  the  res ult  of collabora tion among 
the  Japa nese  companies, the n the re is probably  a  dang er of conflict 
with  t he an tit ru st laws.

A thi rd possibility exists, and th at  is th at  each of the  Japane se 
companies unil aterall y, with out conspiracy or collaboration among 
themselves,  will decide to cut back. Th at would not be in essence 
an an tit ru st violation,  eithe r.

But of course, these  are  all pure  situ atio ns th at  I am describing, 
and the re would always be some unc ertain ty as to ju st wha t would 
happen, and one can und ers tand the  sensitiviti es on t he pa rt of the  
auto  producers and the ir lawyers.

Mr. Bingham. I would inter pre t what you are  saying to t he effect 
th at  if th e U.S. G overn ment  in response to a resolution of this kind 
undertook negot iation s with  the  Jap ane se Government to achieve 
some reduct ion in autom obile imports in the  United States, th at  
th at  would constitu te a kind —I have forgot ten your word.

Mr. Herzstein. Gove rnme nt indu cement in a mandator y fashion.
Mr. Bingham. Gove rnme nt induc ement, so th at  th at  would not 

violate  t he an tit ru st code.
Mr. Herzstein. Th at is probably  correct. The essential thing is 

th at  the  Jap ane se companies are  not actin g through  the ir own 
conspiracy, bu t in response to a Government-mandated program.
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PROCUR EMENTS

Mr. Bingham. Thank you. That is helpful .
Mr. Hormats, I recall  when Mr. Stra uss  was testify ing on the  

MTN in the  final  stages, that he said you pointed a major way to 
the open procurem ent requirements as being a key to this  whole 
picture, and in fact, he was saying, if t his  doesn’t work, the  whole 
stru cture is going to fall down. He was making that  as a part of 
the  point that  you have a long way to go to make the  MTN work. 
It was no t going to work jus t in  and of itself.

It does seem to me, from what  you are  telling us th at  this ma tte r 
of Government procurement , as far  as communications equipment  
with Japan is concerned, is an example  of  noncompliance with that  
part of the  MTN.

Mr. Hormats. A t this  stage, we still have severa l months to go. 
In the ir wisdom, th e negotiators decided that  the  Government  pro
curement code would only come into effect Janu ary 1, 1981. This 
gives us more time  to sort out some of the  complexities of this  
par ticu lar negotiat ion.

But I would cert ainly agree with  you th at  the Procurement Code 
is a critical elem ent of the MTN, and its success may well be the  
single most imp ortant  boost to American exports of any of the  
elements of the MTN, because governments are  playing  a gre ate r 
role in economies today tha n over the  pas t 10 or 15 years, par ticu 
larly  in areas of complex technology such as telecommunicat ions.

In our judgm ent, the  code provides opportuni ties to open up 
something on the  order of $20 billion worth of potential  Govern
ment  p rocurement.  Obviously, our firms won’t get all of those bids, 
but  the code does open up enormous new opportunities.

JAPANESE  COMPETITION

Bob Herzstein and I were ju st talk ing  about this  informally with  
respect to Japa n in part icula r. Japa n has in the  past  tried to 
isolate cert ain industrie s unt il they  developed enough stre ngth to 
be very competitive. They developed economies of scale, and as a 
resul t, they  could go into othe r countr ies more competitively.

What  we w ant to do now is, give our exporters in the  telecommu
nications  area a shot at  that NTT market;  that  is, give the  Ja pa 
nese some competit ion in the ir home m arke t.

When you get an industry in the  United State s which can com
pete, then it cert ainly is in our intere st to insu re th at  they  have 
broad competitive opportunities. In a growing marke t such as 
Japan, NTT is the  most important of those competi tive opportuni 
ties. Very definite ly NTT is impo rtant. It is imp orta nt in term s of 
overall trade; it is im por tant  in  term s of the code, and it is parti cu
larly  im portant in term s of the telecommunications indus try.

We aim to make  sure  that the re is tota l competitive opportuni ty 
in the telecommunications a rea  for American firms.

CITRUS IMPORTS 

Mr. Bingham. Thank you.
One fur the r question. Last April, some of us were in Jap an,  and 

among the group was Congressman Ireland. I am sure  he could tell
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us more about  the  restr ictions on the  importation of citrus in 
Japan.

I notice brie f re ferences  in your testim ony and Mr. Kopp’s tes ti
mony to this  subject. I am sorry th at  Mr. Irela nd isn’t here; but  it 
seems to me it might be appropriate since you are  the  adm inis tra
tion witnesses in this  series of hearings, if you would tell us wha t 
you can now in  somewhat more specific de tail about  wha t is being 
done to overcome this  fr ust rat ing  ser ies of impediments  t ha t app ar
ent ly have been raised against importation of American citrus into 
Jap an.

Mr. Hormats. We have  had rat he r extensive discussions w ith the 
Japanese on this  issue. In the  MTN, the  Japanese agreed to pro
gressively increase both the ir ann ual  and their  off-season quotas of 
oranges  for the  1980-84 period. The agreement specified th at  the  
increased portions  of the  import quota  over the  Japanese fiscal 
1978 levels be excluded from the  present  import quota system and 
be administe red under a new system th at  will provide import op
portunit ies on a  fa ir and  equitable basis.

Traders, would, of course, have to get licenses for these  imports.
We have been working with  the  Japane se to open up the ir 

market.  The agreement provides for consultations in the  las t half 
of Ja pa n’s fiscal year,  1982-83, on ways to achieve an open marke t 
situa tion. We will be working  between now and that  period, 1982- 
83, to get gre ate r openness, and we hope th at  if we have not 
achieved it th at  those consu ltations will lead to the  openness we 
want.

There is ano ther issue which I can describe briefly, which is the  
monthly quota system. I am not sure  you wan t to get th at  deeply 
into the  way this  works. It has to do w ith the  differences between 
Florida and California.

Mr. Bingham. Perhaps not. One of the other witnesses was com
menting on the  fact th at  oranges in Japa n sell at  perfectly ou tra 
geous prices. This is an example, it seems, of w hat you were sug
gesting  earlie r, that  t he Japanese consumer movement seems to be 
either nonexistent or tota lly paralyzed. Would you comment on 
tha t, Mr. Kopp?

Mr. Kopp. Yes. Oranges are  grown very inefficiently in Jap an,  in 
very small groves, by many, many farmers. Many of these farm ers 
are  the  same who raise  one or two cows. Beef prices are  as ou tra 
geous as orange  prices. It  is an extrem ely heavily protected sector  
of the  Japanese economy.

The Japa nese Government, when approached  on this, will ex
plain the  very severe political difficulties  they  would have in liber 
alizing. Their  farmers simply would not be able to compete with  
the  production  of the  United States. It is simply an ineffic ient 
sector that  is very highly  protected, and when you protect an 
inefficient sector, you get very high prices, and very often poor 
qual ity as well, as I think  may be the  case with  Japanese oranges.

RELUCTANCE IN LICENSING

Mr. Hormats. May I j us t add one partic ula r point without get
ting into the  difference  between the  two States? One par ticu lar 
element we have been stressing is the  need to give quotas or

7 1 -0 2 8  0 - 8 1 14
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licenses to new suppliers . There has been a reluctance on the  part 
of Jap an  to do thi s in the  past.

There has been some progress in th at  direction. Jap an  has 
opened up somewhat in what is known as the  April-May quota  to 
new suppliers. In our judgment, it is important  t ha t we continue  to 
expand the  overall  access to the  Japane se market,  so th at  the re 
won’t be any impediments  to export. In addition , it is imp orta nt 
that  the Japanese give ample  new competitive  opportuni ties to new 
suppliers , which, as I say, they  are  doing, but  we would like them  
to do considerably  more.

Mr. Bingham. I would like to pose one more question, getting 
back to automobiles. One of t he points that  is made is the  notion 
that  we could apply  tax credit  to the  purchase  of American auto 
mobiles.

What would be the  implications of this in term s of MTN and 
GATT and so on? What are  your comments on the  proposal that  
there might  be a $1,500 tax credit for a U.S. au tomobile purchase?

Mr. Hormats. Apa rt from the  quest ionable economics of the  
whole thing, I think  that  it would be illegal under the  GATT. I 
don’t know whether the  fiscal costs have been analyzed, but I 
assume you would be subsidizing an awful lot of buyers who are 
going to buy their  cars in any case, and  th at  would be a ra ther  
substan tial dra in on the Treasury.

As far  as the  GATT, provisions to subsidize the  purchase  of 
domestic products  a re clearly i llegal.

Mr. Bingham. Thank you.
Mr. Bowen. T hank you, Mr. Bingham.
I would like to  call on Mr. P ritc hard at  th is time.

SHO RT-RAN GE SOL UTIONS

Mr. Pritchard. We have a problem here. We look for guidance 
from you because you might do eve ryth ing th at  is right and proper, 
but  if we don’t come to some resolution  of this  problem, politics 
will overcome us and we won’t get any thin g done, and the  whole 
thing will be most counterproductive.

We look for a two-pronged attack on this. One is some type of 
short-term  relief, if not heavy relief, symbolic relie f as well as 
psychological for the  auto industry and  some others. In the  long 
run, of course, the re are  a variety of things th at  have to be done. 
Some of the  things you have to do; some of the things the  private 
sector has to do; and some things Gove rnment has to do and 
Congress has  to do as far  as tax  policies.

It is far more complicated tha n it  was 5 years ago. I have 
business friends who have lost money and  effort going into some of 
these markets, because they have  to tak e a much longer range look 
at it tha n they firs t expected, and second, the  costs of going into 
Jap an  were far  grea ter,  if you are  going to do it successfully, far 
greater tha n they had expected.

I guess it gets around to saying th at  you people would be tter 
have some th ings th at  work. It isn’t a ma tte r of are  we going to do 
it or not. It seems to be a ma tte r of, we are  going to come around 
the  corner, people are  going to get elected, things are  going to 
happen politically which may have disastrou s consequences, and

►
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we will sta rt a whole tra il of things that  are  most harm ful to this 
coun try and certainly h armful to Japan.

What do you think  can be done in the  short range that  will give 
us some sort of lift, whe ther  it is the  auto  industry or whatever?

Mr. Herzstein. Taking them  individually, which I think you 
have  to do, in autos  one thin g t ha t could be done very quickly is for 
the  Japanese auto  companies to take  some s teps which would offer 
the  promise of fairly immed iately increased sales of U.S.-made 
par ts for Japanese  autos.

REP LAC EMENT  PARTS

The fastest thin g they  could do would be something that  they 
could launch immediately, and the  effects would be coming fairly  
soon, would be to make  clea r to the ir dist ribu tors  in this  count ry 
th at  they  can use American-made replacem ent parts  on eight mil
lion Japa nese autos  th at  are  on the  road in this  count ry now.

Our information is th at  almost no U.S.-made par ts are  sold 
through  the  U.S. d ealers as replacement par ts for Japa nese autos, 
even though these are  A merican companies, American dealers sell
ing Japa nese  cars. There are  par ts made for Japanese cars, and in 
the  so-called gypsy market, if you go to an auto  repa irman who is 
not an authorized dealer , you can get par ts made by American 
man ufac turers th at  will fit a Japanese car.

For some reason  which we don’t real ly understand, but  we have 
our suspicions, the  Japane se auto  deale rs are  not  hand ling these  
part s, and we believe virt ual ly with  a strok e of a pen, with an 
announcement th at  the  Japane se auto companies could open up 
some substantia l opportuni ties there .

They could also star t buying par ts for original equipment use in 
Jap an.  Tha t is a littl e bit  more long range, but they  could tak e a 
few steps righ t away.

AUTO IMPORT RESTRICTION

I should say th at  as far as restr ictions on auto  imports go, apart  
from the  process question, which Bob Hormats described, I think  
th at  one also has to give att ent ion  to the  timing of import relief. I 
think  that  if you look at wha t has been going on in the  last  14 or 
15 months, you see that  the  Ja panese  surge in imports was c ertain
ly facilia ted by the  fact th at  American companies were having to 
adjust to  a sudden shift  in  t he marke t demand  here.

I think  when you look at  it from th at  point  of view, you realize  
the  real problem of inju ry or potential  injury to the  American 
industry is not simply the  loss of sales for one season or 1 year. 
The danger is th at  this  temporary  situa tion  will be converted to a 
permanen t change in ma rke t structure, th at  the  increased sales 
th at  the  Japa nese company enjoys can give rise to profits which 
they  recycle into research  and promotion , which will give them  
better sales next year,  stre ngthen  the ir dealer networks so they 
will convert a te mporary  advantage  in to a permanen t one.

I thin k that  would be the  real measure of injury. I thin k so long 
as the  American companies are  jus t beginning to come on with 
their  cars, we can’t be sure  that  this  inju ry has occurred or is
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occurring, but  i f the new cars as they come out are  not selling well, 
that  would be an obvious time for concern.

I think  my own feeling is a move toward  import restrictions 
righ t now would not be the  best move for short-run effect. Tha t is 
more of a middle-term remedy th at  should be looked at.

TELECO MMUNI CAT ION S

As f ar as other industries  go, I think  telecom munications  is the 
next most important candidate  for atte ntio n, because th at  is an 
industry where, as Bob indicated, the  Japanese are  tending to 
follow th e previously observed p att ern  of sh ielding them selves  until 
they build an industry th at  is capable of world dominance.

They are  doing it not jus t thro ugh  the  NTT buy-Japan policies, 
but  we are  also seeing it in their  severe rest rictions  on access to 
priva tely leased telecommunica tions lines into Jap an.  We are  also 
seeing it in the semiconductor industry , where a culmination of 
highly integrated Japa nese  companies and a Japane se program 
making long-term, low-cost capi tal available to the ir semiconductor 
and computer industry is giving their  companies cer tain  competi
tive advantages American companies don’t have.

I think  th at  all three of these elements affecting the  electronics 
industry  in Jap an  are candidates  for immediate  moves. I think  the 
Japa nese  could take steps on each of these three  area s quite quick
ly, and th at  that  would be anoth er good place to look for some 
quick remedies.

JAPANESE SENS ITIVITY

Mr. Pritchard. How sensitive are  the  Japanese to this problem, 
and how anxious are  they  to do something? Is it something where 
the  Japa nese officials see where  they  want to move? Or do they 
have problems? Or is this  a  p roper  discussion here?

Mr. Hormats. There  are  numerous impediments  to the ir doing 
the  sorts of thin gs that  Bob has mentioned. I would firs t say that  I 
agree with  all of them. There is a lot more the  Japanese could be 
doing. In  par t, they may not fully apprecia te the  sorts of pressures  
that  are  building in this  country . As a resu lt, they  may not be 
making the  effort to generate  the  type of consensus t ha t they  need 
to do these things. I don’t get any  feeling th at  the re is a dramatic 
effort on the  part of J apan  in either the  auto  par ts sector  or the 
telecommunications on electronics are a to tak e the  sor t of ac tions 
which would be needed as a demonstration , a visible demonst ra
tion, of an atte mpt to open up furth er  in a very nea r time frame.

Mr. Pritchard. Of course, any  one are a would say, why me? 
Why not this industry or that  industry?  Tha t is why our  solutions 
are  broader , rat he r tha n aiming at  a specific solution. It would be 
more helpful for industry itself. We come in with  broad issues a lot 
easier tha n we come in with  more narrow ones.

If you are  helping  someone, th at  is no problem, but if everybody 
comes running in with  their  own narrow advan tage,  tax  break, 
tar iff  help, overseas help, wha tever it is, it seems to me that  we 
have to resist tha t, and come up with solutions on a broad  range, 
and this would have a  more he lpful effect.
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Mr. Herzstein. In term s of legislation, I think  that  is right . In 
terms of the  nego tiating and adm inis trat ive  action that  we have to 
take , though, I thi nk  it really has to be aimed at  these  indu stry  situations.

Mr. Pritchard. That makes it quite diffe rent from the  politicians’ aspect.
- Mr. Herzstein. Yes. I think  I would agree  with  wha t Bob said,

that  one doesn’t denote  any real ly strong Governmen t leade rship  in Jap an  toward prompt action on these things. I think  recently  a 
few of th e top leaders have shown more sens itivity  toward the  a uto* question. Ju st  how far  the ir actions will go is still quite  uncerta in.

PRODUCING FOR A WORLD MARKET

Mr. Pritchard. One of th e things th at  puzzles me is th at  Jap an  
does not just produce for the  U.S. market.  They produce for a world marke t in import production.  That gives them a g rea t advantage. So often we are  producing for the  U.S. market. We have to produce for a world ma rke t th at  gives our economies a vari ety  of advantages.

You are  talk ing about offsetting these efforts by gett ing back at  the  Japan ese  market.  Aren’t th ere  lots of other markets where you are  not competing,  where you have  a home indus try, where  it would be most helpful for our industry to look at  it more on a political scale?
Mr. Herzstein. I think  th at  is right . We are  cert ainly taking account of th is in our  efforts. We are  atte mpting to targe t specific 

indus tries,  indu stry  opportuni ties in individual count ries, and doing a gre at deal of ma rke t analysis in th at  direction.
We are  finding markets in Latin America and Europe, and in 

Southeas t Asia, which can be quite promis ing for individual American indus tries.  I th ink the re is a good deal of e xpor ter awareness  
that  needs to be increased, and the re are  measures such as the trad ing  company concept and oth er things that  are  necessary to make it easier for Amer ican companies to go into those markets.

One of th e problems, one of th e gre at disadvantages, as it were, 
is, th at  i t is so much easi er to sel l he re. The United States is such  a large  and prosperous marke t, it is ha rd to get the  courage to export up.

U.S . PROJECTIONS

Mr. Pritchard. It is awfully har d to get one of our manufac tur-* ers to all the  inves tmen ts and go into the  Japanese marke ts or one 
of these others, where the re are  bar rier s, litt le special things that  have to be done for the  cul ture  in th at  area . If they  take the same amount of advertis ing dollar and go to the  San Diego marke t, they  can get a  fa ster r etu rn.

* On top of tha t, we pay executives in these companies, we star t talk ing about a 10-year payoff. It is very hard to tell  someone in 
managem ent th at  he is not going to get a re turn  on a 10-year payoff, th at  10 ye ars from now it  is going to  be good.

As a  ma tte r of fact, everything now is based on next  y ear  or the nex t 2 years. In almo st every way, we have stru ctu red  the  Ameri
can economy to have  an impediment to going into markets that  tak e longer on the  payoff. I don’t know how you change  tha t.
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This is one advantage to having a family-owned company.
Toyota—is it  Mr. Toyota? We had lunch with  him. He can look at 
that  American market or South American marke t and say, it will 
take  10 years  for i t to pay off. Someone who is an executive in one 
of these companies is making that  decision. He has a shor t profit 
next yea r and the next year. There are  some advantages to family- 
owned companies. •

Mr. Herzstein. We are seeing this  quite dram atica lly in the 
semiconductor indus try now, where  the  J apanese companies ent er
ing the  U.S. market are  clear ly following a long-term strategy 
designed to build market  share, and the  American companies, «
which are  highly innovative, but many  of them  fairly small, are 
dependent on the ir cur ren t earn ings  or the ir next  yea r’s earnings.
It is not really jus t a ma tter of the chief executive bonus, but they 
need next  yea r’s earnings to raise  capital for the ir next product 
cycle.

ACQUIRING CAPITAL

Mr. Pritchard. My unde rstan ding  is th at  the  Japanese indus
tries  can get capital  and be successful with a much smaller return  
tha n American companies. Why is that  so? Do they  raise  money 
easier?

Mr. H erzstein. We are not enti rely  sure. Our evidence is tha t in 
a targeted  indus try such as computers and electronics , the  banks  
do appe ar to make long-term capi tal availab le at  lower inte rest  
rates. This is something we are  trying to find out more about.

Mr. Hormats. One o ther are a of problems is t ha t a lot of Ameri
can firms have to ra ise capi tal on the equity market. In order  to do 
tha t, they  have to gene rate  higher profits tha n the ir coun terparts 
in Jap an  which can normally raise  capita l from the  banking  
system and, therefore, don’t have to gene rate  profits which demon
strate  retu rn  to stockholders.

There  are  a couple of othe r points, too. Beyond the  issue of 
Japa nese  Government sponsorsh ip of R. & D. in the  are a of semi
conductors, the companies in Jap an  are allowed to pool the ir 
R. & D. efforts. In most cases our companies can’t do so because of 
the  law. There are certain an tit rust problems with our companies 
gettin g together  and conducting join t R. & D.; however in Japan 
they  save a considerable amount of money, because they  don’t have 
duplicat ive capital  costs.

As you know, R. & D. is a fairly capital -intensive process, par
ticularly  in these areas of high sophistica tion. An elem ent of Japa
nese policy is what is known as forward  pricing. Tha t again goes to 
Bob’s point about the  long te rm. Japa nese firms tend to price the ir *
products somewhat lower t han might otherwise  be war ranted,  w ith 
the  expecta tion that  if they  do, they  will sell in sufficient volume 
to make a profit.

Now, the re is a risk involved. If you don’t sell as many  as you *
expect to sell, you don’t make that  profit; however, if you can 
forward price, get a larger shar e of the market at the  outset , keep 
that  larger  share  of the market over the  longer run, the  return s to 
scale a re such that  it is a profitable thing.

You can only do t ha t if your firm, such as many of these Jap a
nese firms, is relatively well integrated . Some of the  smaller 
American firms produce one type of product. While th at  product
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isn’t making money in the  early  stages of the forward pricing 
process, they  simply would be out of luck, because they  wouldn’t 
have ano ther produc t to balance it off. In this  area , some of the  
larger companies, integrated circu it companies of Jap an  have an 
advan tage over ours.

TAXING PROFITS

Mr. Pritchard. Wha t about tax  on profits? Let’s use a figure. 
Say a Japanese firm is getting 10 percent, making a ret urn of 10 
percent on its investment. What kind of a  tax  bite is t ake n out of 
that?

Mr. Hormats. I am not aware of the  differences in the  corpo
rat e—

Mr. Pritchard. It makes a tremendous difference as to wha t a 
company h as to do to  stay up.

Mr. Hormats. Forty-six percent corporate tax.
Mr. Pritchard. Oh, 46 percent corporate tax. Wha t do they  do 

on R. & D.? What do they  do on repla cement and all those other 
things?

Mr. Herzstein. Deprecia tion might be a key factor.
Mr. Hormats. I am always pleased to know someone who knows 

something more t han I do.
Mr. Osterman. On R. & D. the re are  a significant number of 

government programs. Most signif icant  are  programs where the  
marg inal increase in firms are  in R. & D. If you spen t $10 on 
R. & D. next  year, the  next  yea r you spen t $12, you can take 20 
percent of tha t additional $2 off your  taxes. There are  a var iety  of 
programs like that  that  go by the  R. & D. corporate tax  rat e and 
encourage R. & D. and these  types  of co rporate s trategies.

Mr. Pritchard. You find out who runs this  place. I think  the  
man ufac turers who talk about being competitive are  gett ing more 
and more difficult. In some of these  areas , we are  gett ing fur the r 
and fur the r out of a competitive spot.

ADMINISTRATIVE GUIDANCE

Mr. Bowen. Thank you, Mr. Pritchard.
I would like to address this  to all three of you collectively. The 

frustra ting thin g dealing with the  Japane se marke t sometimes is 
this practice of adminis trative guidance, in which somehow, some 
way, the  message is sent out to the market,  and things happen, and 
ther e are  restr ictions which are  never in place in term s of a ctua l 
tariffs.

I happen to know of a par ticula r product made in this count ry 
from a very imp orta nt agr icultural commodity whose sale is re
stric ted to the  Tokyo m arket exclusively. Now, I am not at liberty 
to announce wha t th at  produc t is, because the  manufactu rer ad
vises me th at  if we raise  Cain about this, they will take the  Tokyo 
marke t away from them. They would like to be able to sell it all 
over Jap an,  but  they  are  told, you may have the  Tokyo marke t. 
You may marke t it there. If you try  to go elsewhere, you are  in 
trouble.

This is the  sort of fru stratin g thing th at  we do run  into, this 
practice of adm inis trat ive guidance. I wonder if you might  com-
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ment on wha t we are tryin g to do to cope with activi ties of that 
kind.

Mr. Herzstein. We agree, th at  is th e most signif icant  and one of 
the  most insidious in the  sense th at  it is so hard to discover, much 
less cope with. Our efforts at the  present time are focused on the 
trade facili tation  approach t ha t we mentioned earlier.

If we rely on the businessman to come in and express his fru stra
tion to us, he doesn’t have to know wha t is happening to him, but 
he has to realize that  something is happen ing. Then our approach 
is to dig with the cooperation of the  Japanese Governmen t to 
uncover these  things, and try  to root them  out.

We have been able to make some progress against  a dministr ative 
guidance, among othe r m easures, but  I am not sure  t ha t that  is the 
only remedy, or that  it is necessarily going to be successful, but  it 
is the one we have at  th e present  time.

Mr. Bowen. The manufacture r is probably afra id to bring this to 
your attent ion  for fear  he will lose wha t he has  of the  Japanese  
market. He is not so conf ident th at  you can bail him out, but  he is 
quite confident they can shu t him off from the  Tokyo marke t. 

HEA T OFF AFT ER ELECTIONS

Let me mention  someth ing to you th at  came out in a recen t 
artic le in the  Nihon Keizai Shimbun, which I think  we need to 
have some comment on. As you know, th at  is sort  of the  Wall 
Street Jou rna l of Jap an.  In th at  article—in fact, the re was an 
editorial, I think , which emphasized the  importance of voluntary  
res tra int s in terms of volu ntary exports to the  United States  
during the period before our nationa l elections.

In fact, there were a couple of references to that,  implying some
how th at  afte r the election was over, the  heat is off, boys, and we 
can go back to business as usual.

Do you believe th at  th at  kind of r es tra int will actu ally  continue 
afte r the  election, or do you thi nk  the  Japane se are  aware of the 
kind of politica l implicat ions or the  kind of comment th at  you find 
in that  ed itoria l in the ir leading economic journal?

Mr. Herzstein. I can give you my view. I suspect  Bob has one, 
too.

As far  as the  auto indu stry  goes, I think  it would be a great 
mistake for the  U.S. Congress or the  U.S. ITC or anyone else to 
give to much weight to adjustments  in Japanese expor ts to this  
count ry made unde r pres ent circumstances , which are  clearly  re
versible late r on.

A section 201 proceeding is a ra ther  large episodic event that  
canno t be turned on and off on a  short- term basis. I th ink  i f th at  or 
othe r Government action or congressional action  can be altered 
jus t by short-term fine tun ing  adjustments  on the  Japanese side, 
we would be allowing our decisionmaking process to be man ipulat
ed improper ly.

So, my own react ion would be to not place a gre at deal of 
emphasis  on changes unless it is fairly  c lear th at  they are  going to 
be of a long-range natu re.

Mr. Hormats. I completely agree. I think  th at  for the  Japanese  
or for that  newspaper to tak e th at  line implies th at  a gimmick is 
going to be satisfactory in thi s situa tion. Clearly  the  worst thing
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that  we can do is expect that  someth ing which is as tempora ry as 
that  is going to have any real effect. I think  it is somewhat a 
foolish notion on the ir part to believe th at  that  would placa te 
anyone in this  count ry on e ither side of the issue.

Let me jus t add a point on this, going back to my description of 
the  201 process, as it rela tes to House Concurren t Resolution 363.

* The implication behind this resolu tion and a number of stateme nts 
th at  have been made in this  Congress is t ha t the re should be some 
sort  of re strain t, negot iated or vo luntary.

Tha t is c learly  one option that  is going to be considered if there
* is an injury finding, bu t the  point that  I t hin k Bob has made and I 

would like to underline is that  when we do this, we want  to do i t 
through a process which is based on the  sta tutes given us by the  
Congress. The process permits everyone to have the ir day in court. 
Then a decision as to wha t is in the  national interest can be made, 
in the  r igh t environment.

To have Japa n make  it on a  quick fix basis, which, as t his article 
implies, is going to be ended 2 months from now, is no help to 
anyone. To make it with  something o the r than  the  fu ll supportable  
law behind  us is also not a very good idea. The two approaches 
could convey confusing signals. Our objective is to help ra ther  t han  
to give some sort  of herky-jerky signal th at  migh t be changed by a  
lawsuit,  by the  Japanese changing their  mind, or by something 
else.

We wan t a  solid founda tion for what  is done.
Thank you.

EXPORT RULE

Mr. Bowen. One of the  hat s which I wear around here  involves 
service on the  agr iculture committee, and we have, in par ticu lar,  
an inte rest  in our rice exports. I have worked with you, of course, 
before, Mr. Hormats, on the  subject of the  problem of Japanese 
subsidization of export rice to markets th at  we are  expor ting to.

Of course, you were actively involved in the  recent Japanese 
agreement placing limitations on th at  amo unt of subsidized rice.

I wonder if you might give us a report at this time about how 
well you feel the  Japane se are  observing the  term s of this  agree
ment,  and whether or not they  are  requesting exceptions to it.

Mr. Herzstein. Mr. Chairman, I am going to excuse myself.
Mr. Bowen. Thank you very much, Secretary  Herzste in. We 

apprecia te your being w ith us.
Mr. Hormats. So far, I have no reason to believe the  Japa nese 

have not lived up to thei r pa rt of the  bargain. There have been 
some exceptions, as you know. Those exceptions have caused the  
rice industry  some problems. There is no question about tha t.

We have  tried , however, to work out with  t he  J apanese  a way of 
minimiz ing these  exceptions to the  extent  possible. I am not aware

* of anything th at  is on the  horizon in the  area of exceptions at  this 
point.

Mr. Bowen. They have  announced, I think, th at  they are  going 
to 10 percent of the  m arke t.

Mr. Hormats. Tha t is right.  Tha t was done after a lot of low-key 
discussions with  them, and  I don’t see any thin g on the  horizon at 
the  moment. I don’t want to mislead you. There is always a possi
bility  from time to time  that  we will g et ano ther Korea or ano ther
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Indonesia. One can’t rule it out. But we can attem pt to convey to 
the Japanese  our feeling tha t we have made a deal. We consider  it 
is a  deal that  both sides ought to live by. A proliferation of excep
tions would undermine both the  let ter  and the spir it of t ha t deal. 
Tha t is very much the tone we have taken with them.

Mr. Bowen. We certa inly hope you will be monito ring this deal 
very closely. As you know, most of the rice growers in this  country 
were not very happy about the  agreemen t to sta rt with.

Mr. Hormats. I understand  that .

INTERPRETING TRADE AGREEMENTS

Mr. Bowen. Pa rt of th is is based on a skepticism which I thin k 
you seem to reflect from a number of sources here  about the 
difference between the let ter  and the  spirit of th e Japanese inter
preta tion of agreements to trad e barrier s. Tha t is what we are 
trying to penetra te here, not the  formal stru ctu re of these  barrie rs, 
but the  informal interpretation, and the  way th at  th ey go a t them, 
as I mentioned, through the  methods such as adm inis trat ive guid
ance.

Mr. Hormats. Absolutely. This is an area of incentives run 
amuck, if you will, in Japan.  The Japane se have a surplus in rice. 
Now, the Japa nese  are efficient producers of rice per acre. I am 
sure they get a phenomenal yield, but  they do it on the  basis of 
highly artificial price incentives in the  domestic market.

We have  been extremely critical of thi s because it is a distor tion 
of financial resources and distorts enormously the  world marke t in 
rice. We have made this point. The agreement is one way of ge tting 
at it, but  I think  it is incum bent upon us to continue to urge the 
Japanese  inte rnally to stop providing the types of incen tives which 
lead to this  enormous incentive to produce rice, which they  are 
then forced to dispose of at  the  expense  of competitive suppliers 
such as the  United States.

Mr. Bowen. They apparen tly do have a program for reduct ion of 
acreage and replacement  by other crops and sources of income. I 
certa inly hope that  you and the  executive  branch will continue to 
encourage them  to move as rapidly as possible in that  direction.

Mr. Hormats. We will continue to do that , and I have no doubt 
you will continue to watch us closely to insure that  we do that.

Mr. Bowen. I have no more questions.
Mr. Chairm an, would you care to make a stat ement  in closing?
Mr. Bingham. No, tha nk you.
All right.  We will then reconvene Wednesday at 2 o’clock. This 

meeting is now adjourned.
[Whereupon, at 4:55 p.m., the  subcommittees were adjourned, to 

reconvene at the  call of the Chair.]
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House  of R epr esenta tive s,
Comm itte e on Fore ign  Affa irs , 

Subcommittees on Asian  and  Pacific A ffairs 
and  on Inte rnation al  E conomic P olicy and T rade ,

Washington, D.C.
The subcommittees met in open markup session at 1 p.m. in 

room 2255, Rayburn House Office Building, Hon. Jon ath an B. 
Bingham (chairm an of the  Subcommit tee on Inte rna tion al Econom
ic Policy and Trade) pres iding.

Mr. Bingh am . This is a join t meeting of the  Subcommittee on 
Asian and Pacific Affairs and the  Subcommittee on Inte rna tion al 
Economic Policy and Trade.

We have a bill, H.R. 6440, and a resolut ion, House Concurren t 
Resolution 363, before the  subcommittees . The resolution urges the  
President to enter  into negotia tions with  Jap an  with respect to a 
temp orary res tra int  in the  exportation of automobiles  into the  
United States, and for othe r purposes. We hope to mark up that  
resolution in the  course  of the next hour and a half.

We will turn now to consideration of H.R. 6440, a  bill to es tablish 
prior ities in the  paym ent of claims against  t he People’s Republic of China.

[Whereupon, the  subcommittees proceeded in consideration  of H.R. 6440.]
Mr. Bingh am . I suggest now that  we proceed to the  markup of 

House Concurrent  Resolution 363.
The two subcommittees have held 3 days of hear ings on House 

Concurrent Resolution 363 and United State s-Japanese trad e issues 
generally .

If there are no other preliminary comments, I would ask the  
clerk to read the  reso lution.

Mr. J ohnson  [reading]:
House Concurrent Resolution 363: Urging the President of the United States  to enter into negotiations with representatives of the Government of Japan with respect to a temporary res trai nt in the exportat ion of automobiles into the United States, an equitable relationship between prices charged in domestic and foreign 

sales, and eliminat ion of trade barriers affecting purchase of American products.
Mr. Lago mar sino . I ask unanimous consent  that  the  resolution 

be considered as read  and prin ted in the  record and open for 
amendment at any  point.

[The text of the  resolut ion follows:]
Whereas automobiles manufactured in Jap an account for more than 75 per centum of the total number of imported cars sold in the  United States, and over 27 per centum of the  autos purchased  in this  country a re imported;

(213)
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Whereas the Japanese  share of the United States car market has gone from ap

proximately 2 per centum in 1969 to over 21 per centum today;
Whereas Japanese  automobile manufacturers sold more than one hundred times as 

many passengers cars in the United States in 1979 as American automakers  sold 
in Japan;

Whereas Japanese  Government support  of its steel industry has in effect subsidized 
the  automobile sector of that country’s economy;

Whereas during the  past year, the American people have contributed $520 per 
capita  to the defense of the free world, while Japan has spent  less tha n 1 per 
centum of its gross domestic product or $87 per person on defense;

Whereas increased export of Japanese cars into the United States is a significant 
cause of the cur ren t unemployment of over one-quar ter million (22 per centum) 
American autoworkers and the financial deter ioration of the auto industry;

Whereas one out of every twelve manufacturing jobs in the  United States  is direct
ly, and one of the six jobs is indirectly, dependent upon the auto industry;

Whereas Japan has opened its market in recent years, but many nontarif f ba rrier s 
remain; and

Whereas Japanese  manufacturers enjoy open access to the American market, while 
United States automakers seeking to sell vehicles in Jap an encounter special 
taxes, costs, and distribution restrictions: Now, therefore, be it
Resolved by the House o f Representatives (the Senate concurring), Tha t the  Con

gress urges the President to enter  into negotiations with the representa tives  of the 
Government of Japan with respect to a temporary  res tra int  in the exportation of 
automobiles into the  United States, an equitable relationship  between prices 
charged in domestic and foreign sales, and elimination of trad e barr iers  affecting 
purchase of American products.

Mr. Bingham. I do have two amendments  which I offer on my 
own beha lf and on behalf of my cocha irman , Mr. Wolff. These 
amendments are  before th e members . They were dist ribu ted to the  
staff of the  members  and cosponsors of the  resolu tion on Friday.

I think it would be best to offer amendm ent No. 2 first,  the  
amendment to the  resolved clause. If th at  amendm ent carries, I 
will offer No. 1, a series of minor and conforming amendments.

The c lerk will read amendment No. 2.
Mr. J ohnson. Amendment offered by Mr. Bingham and Mr. 

Wolff:
Page 2, line 2, strike out “to enter” and insert  in lieu thereof “in his review of 

recommendations of the  United States International Trade Commission, made pur
suan t to section 201 of the Trade Act of 1974, to consider ente ring .”

Mr. Bingham. The reason for this  amendment is tha t it atte mpts 
to meet the  problem that  was very much emphasized in our  hear
ings, tha t procedures for import rel ief  are already unde rway under 
the Trade Act of 1974.

Section 201 of t ha t act provides procedures which allow domestic 
industries  and labor to file claims for relie f against  injur ious  im
ports. Injured parties  have a rig ht  to be hea rd before the  U.S. 
Inte rna tion al Trade Commission.

Ford Motor Co. and the  United Auto Workers  recen tly availed 
themselves of these procedures. They petitioned the  Intern ationa l 
Trade  Commission, asking for a tem pora ry remedy  to res tra in in
jurious auto  imports from Japan.  The Commission has scheduled 
public hearin gs for October 8, and the  Commission will vote on the 
questions  of in jury and remedy by mid-November.

Under section 202, the  adm inis trat ion will the n have 60 days to 
decide whe ther  to accept, reject, or modify the  ITC recommenda
tion. And if the Commission finds and  the  Preside nt accepts that  
injury has occurred, one of the  specific actions he is directed to 
consider under section 203 is the  nego tiation of an  order ly marke t
ing a greement with the exporting  country.
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So the  procedure set up by Congress is underway. It would be 
prema ture to urge the  P resident to e nte r into negot iations  with the 
Japanese now, before this  legislatively mandated procedure has 
run  i ts course.

Wha t would be appropr iate  at  this  time, however, is to urge the 
Preside nt to consider negotiating a tempora ry restr ain t on Japa 
nese auto  imports and rela ted measures when he examines the  ITC 
findings in November. This is the  objective of the  amendment.

With out the  amendmen t, the  car t is put before the  horse. The 
Preside nt is asked to negotiate before the  ITC has heard from the  
injured par ties  and made its recommenda tion to the  President.

Is th ere  discussion of the  amendment?
Mr. P ease. Mr. Ch airman.
Mr. Bingham. Mr. Pease .

AM EN DM ENT WE AKENS RESOLUTION

Mr. Pease. Yes, Mr. Chai rman . I am sorry  to have arrived a 
litt le late. This seems to me to be a somewhat weakened version.

The resolution was not very strong or very demanding  in the  
firs t place and it occurs to me th at  t he effect of th is amendment is 
to water it  down.

I underst and  that  the re is a proceeding unde rway before the 
Internatio nal  Trade Commission and th at  the recommenda tion will 
be made this  fall aft er the  election  and the  President  will then  
have a couple of months  to  decide what he is going to do.

But to me it is clear enough th at  w hatever the  ITC finds, negoti
ations would be worthwhile on temporary res tra int . In oth er words, 
the  ITC may find that  te chnically  th ere  a re other causes or at least  
imports from Jap an  are  not the  sole cause of the  problems in our 
domestic auto  industry.

I th ink  t ha t is quite possible. At t he same time, it is crystal clear 
chat we have very serious problems in th at  some sort  of r es tra int  
on the  pa rt of t he Japane se would be helpful to meet  those prob
lems.

So personally I would ra ther  go w ith the  s tronger version encour
aging the  Pres iden t to enter  into  negot iations now so as not to 
waste  any time and irrespective of wha t the ITC may find on 
narrow grounds.

Mr. Bingham. Is th ere  fur ther  discussion?
Mr. Lagomarsino.

AM ENDM ENT ENHANCES RESO LUTION’S EFFECTIVENESS

Mr. Lagomarsino. Mr. Chairman, it seems to me with  the  suc
cess or lack thereof th at  we have  h ad in urgin g the  P resident to do 
various things, you might have  bet ter  success in gett ing him to 
actu ally  take some action  if you follow the  cha irm an’s thou ght 
here and adopt  the  amendmen t because I can ’t imagine him not 
tak ing  into considerat ion the  recommenda tions of t he ITC in any event.

That is obviously what he is going to say. If we amend it to 
provide th at  he should take into consideration these  negotiat ions, I 
th ink  he is much more likely to do something about it tha n if you 
just pass it as now wri tten.
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I thin k this  will be ignored. Unless  he was going to do it 
anyway—then  it makes it a useless act.

Mr. Hall. Mr. Chairman, in looking at the  amendment I tend to 
agree with Congressman Pease th at  in fact it appears th at  all we 
are doing is urging the Pres iden t to negotia te. To “enter into” is a  
little bit stron ger than “consider ,” and we don’t refer to the  ITC in 
this resolution. *

It doesn’t say that  the President can ’t wait unt il the  ITC comes 
out with whatever findings they might come out with.

I think we are ju st watering  a  weak resolution down furt her and 
I agree wilth  Congressman Pease and I think  this  amendment is <
not needed.

Mr. Bingham. Is there fur the r discussion?
I might just repea t wha t I said before in case all the  members 

didn’t hear it. While he is not here to speak for it, my cochairman,
Mr. Wolff, is cosponsor of the amendmen t.

The vote is on the amendment proposed by the  Chair.  All in 
favor of the  amendment signify by saying “aye”; opposed, “no.”

[“Ayes” and “nays” were heard]
Mr. Bingham. The Chair  is in doubt.
Can we have a show of hands?
All in  favor.
Opposed.
The amendment is agreed to.
The c lerk will read amendment No. 1.
Mr. J ohnson [reading]:
Page 1, in the first paragraph of the preamble, strike  out “enter into” and insert  

in lieu thereof “consider”.
Page 2, st rike  the third and fourth paragraphs; paragraph  five, second line, insert 

“widely regarded as” after “is”; parag raph seven, first line, strike “opened” and 
inser t in lieu thereof “taken steps to open.”

Mr. Bingham. If the re is no objection I will offer these amend
ments  en bloc.

The amendment would accomplish the  following: As indica ted in 
the  reading it would st rike  out “en ter  into” in the  firs t line of the  
preamble and insert in lieu thereo f “consider”. This would be in 
conformity with the amendment previously adopted.

Second, it would strike out the  thi rd  and four th paragraphs on 
page 2. The charge of a Japa nese steel subsidy is a complicated 
allega tion not fully substan tiated here  or in the  hearings. It only 
detracts  from the  main purpose of the resolution . And this resolu
tion is hardly the  place to address the  question of th e appropriate 
Japanese defense contribution.

Third,  it would make minor changes in the  fifth and seven 
para graphs  on page 2 to make the  findings  accurate .

Is there  discussion of th e amendment?
Mr. Guyer.
Mr. Guyer. I support your thin king in the  regard th at  the re are  ”

a multi tudinous number of differences in our trade  rela tions that 
can’t possibly be spelled out in a resolution. For example, the  cost 
of a Ford LTD in Tokyo is $34,000. It  serves no good purpose to put 
that  in  here.

The reason is that in addition to the  15-percent ta rif f there is a 
tax  on every part of the  car not made in th at  country. I t hin k this 
is interestin g, and certa inly it is vita l to presen t as a separate
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article  in support possibly of the argumen t, but  it would only 
weaken our chances of getting ra tification.

I agree with the  chai rman’s thoughts .
Mr. Bingham. Mr. Lagomarsino.
Mr. Lagomarsino. Mr. Chairman, I th ink the  second amendment 

here  is very  good. It does take out the  steel factor  which I agree is 
r a very complicated factor. I don’t think  we should be making

implicit findings about tha t.
Second, with regard to defense spending, my understanding is 

that  th e new Government of Japan is in terested  in upping  its  sh are  
t  of our  common defense budget so I don’t think  we should be takin g

gra tuitous  slaps at  them  for something they  may be willing to 
change.

Going the  other way, your change in par agraph  7, I think, is 
much more accu rate  to say they  have tak en steps to open because 
the re are  a lot of barr iers that  remain, as I reminded the  Foreign 
Mini ster when he was here the  o ther day.

Mr. Guyer. Will th e g entleman please yield?
Mr. Lagomarsino. Yes.
Mr. Guyer. Isn’t it tru e much of this is by our treaty  which 

accounts for much of the  percentage they alloca te for defense?
Mr. Lagomarsino. Yes. And we wrote the ir consti tution , so I 

think  it would be a litt le unfair  for us to criticize them  for doing 
wha t we told them  to  do.

Mr. Bingham. I just noticed the  amendme nt to page 1 refers to a 
change  in the  firs t par agraph  of the  preamble. It is a ctually in the 
titl e of t he resolution and it should be refe rred  to as a change in 
the  tit le.

Is th ere  furt her discussion?
Mr. Guyer. Both places?
Mr. Bingham. It is the  tit le in both places. The tit le appears at 

the  top of the  page and also it is the  firs t par agraph  unde r the 
heading.

Mr. Wolff is here  now.

SPA RE PART S ISSUE

Mr. Wolff. Mr. Chai rman , during our hearing s the  point was 
brought up that  it would be impor tant  th at  the  question of spare 
par ts be discussed with the  Japane se auto makers and that  the  
possibility be considered for inclusion of American-made spare  
par ts under the  warranty  of sale by the  Japanese manufacturer.

There are  many billions of dolla rs in spare par ts that  are  in-
* volved in the  servicing of these automobiles.  It would be of help to 

the  American manufactu rers  to be able to part icip ate  in the  resup
ply of these spare  p arts.

Therefore, I re quest th at  t he  r eport indicate that  this is a consid-
• eration. I don’t want to change the  bill bu t to ask that  the  repo rt 

indicate this  is a  c onsideration and  t ha t I hoped this  ma tter would 
be addressed  in the  negotiations be tween the  two nations.

Mr. Bingham. Mr. Mica.
Mr. Mica. If  I may make  a comment, I think  you have confused 

the  way I voted. I wan t to clarify one point: I support the  intent of 
the  question th at  we enter  into negot iations  ra ther  tha n utilizing 
the  word “conside r”. But I had the  wise advice of counsel indicat-
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ing th at  the re are  a numb er of other factors involved in this, so I 
decided to vote with the  chairm an on this, and I didn ’t want  
anyone to be confused.

Mr. Bingham. I than k the  g entleman.
Incide ntally , you will notice this resolution was referred  jointly 

to the  Committee on Foreign Affairs and the  Committe e on Ways 
and Means. I am advised that the  Committee on Ways and Means 
has its own resolution  which is on the  suspension cale ndar tomor
row, and  the committee has no intention of considering this  one.

However, I thin k the  subcommittees  should do th eir  duty  and act 
in accordance with the ir view.

If the re is no fur the r discussion I will en ter tai n a motion tha t 
the  subcommittees repo rt House Conc urren t Resolution  363, as 
amended, favorably to the  full committee.

Mr. Wolff. Does th at  mean a clean bill will go in as amended?
Mr. Bingham. Not at  this  stage. I would suggest if we get to that 

point we move it  through  the  full committee and the n take up the 
clean bill if th at  seems desirable.

Mr. Wolff. The reason  I ask th at  is the  fact the re are  a goodly 
num ber of Members who would like to join  in cosponsoring th is bill 
as amend ed and adequ ate provision should be made for tha t.

Mr. Bingham. In the  case of j oin t refe rra l we do not normally 
report a clean bill. Any Member, of course, is free to announce his 
cosponsorship of Mr. P ursell’s resolution .

Mr. Wolff. Do I und erstand the  Ways and Means Committee is 
not tak ing  up this bill?

Mr. Bingham. Tha t is right.
Mr. Wolff. Under  suspension these amendm ents  cann ot be in

cluded.
Mr. Bingham. Their  resolution  is diffe rent from this. It is not 

limited  to automobiles. It is a  b road er resolutio n.
Mr. Lagomarsino. Is it basical ly the  same?
Mr. Bingham. I ha ven’t seen the  tex t of it.
Mr. Wolff. Since the re was a joint refe rral , does th at  not mean 

th at  we share the time  with the  Ways and Means Committee 
durin g debate  on this bill?

Mr. Bingham. No, because thei r resolu tion is a diffe rent resolu
tion. Thei r resolution is sponsored by Mr. Vanik and othe rs and 
was r eferred only to the  Commit tee on Ways a nd Means.

Their  resolution  is not jo int. House Con current Resolution  363 is.
Mr. Wolff. Than k you.
Mr. Lagomarsino. You c an’t tak e it to the  floor.
Mr. Bingham. We can ’t.
There  should be a vote on ame ndm ent No. 1. All in favor of th e 

amen dmen t signify by saying “aye”; opposed, “no.”
The “ayes” have it. The ame ndm ent is ag reed to.
May I have a motion to rep ort the  resolu tion, as amended , to t he 

full commit tee?
Mr. Lagomarsino. So move.
Mr. Bingham. It has been moved th at  House Concurre nt Resolu

tion 363 be reported favorably to the  full committee.  All in favor 
signify by saying “aye” ; opposed, “no.”

The “aye s” h ave it, and it is so ordered.
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Mr. Wolff. Mr. Chairman, since the full committee will be meet
ing within the  hour, is the re any reason  why we cannot request 
this bill be taken up during the full committee meeting?

Mr. Bingham. I th ink  t ha t is the c hai rman’s intention .
Mr. Wolff. Good.
Mr. Bingham. May we turn  now to the  markup of Mr. Guyer’s 

bill.
[Whereupon, the  subcommittees retu rned to consideration  of 

H.R. 6440.]
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UNITED STATES-JAPAN ECONOMIC RELA TIONS

MONDAY, SEP TEM BER  29, 1980

House of Representatives,
Committee on Foreign Affairs,

Washington, D.C.
The committee  met in open markup  session at 3:20 p.m. in room 

2172, Rayburn House Office Building, Hon. Clement J. Zablocki 
(chairman) presiding.

Chai rman  Zablocki. The committee will p lease be in  order.
We meet this afternoon to consider four conc urrent resolutions, 

House Concurren t Resolution 435, rela ting  to the  situation in 
Poland; House Concurren t Resolution 308, rela ting  to the  Voice of 
America and Radio Free Europe; and House Concurren t Resolution 
363, urging  the  Pres iden t of th e United States to consider negot ia
tions  with represen tatives of the  Government of Japan  with respec t 
to a temporary  res tra int  in the  expor tation of automobiles into the  
United States, an equitable relat ionship between prices charged in 
domestic and foreign sales, and eliminatio n of trade barri ers  affect
ing purchase of American products.

Time permitting , we will consider House Concurrent Resolution 
306, expressing  the  sent iments of Congress with  respect to a na 
tional strat egy of peace through  strength . The Chai r unde rstan ds 
th at  t he principal sponsor of the  resolut ion, Congressman Stra tton , 
and perhaps other Members as well, would like to be heard on 
House Concurren t Resolution 306.

Therefore , we may not get to it. We probably  will have to 
reschedule for tomorrow.

Fur thermore, the  Chai r and the  ranking member will have to 
leave in about 45 minu tes to an hour from now.

A copy of each of th e resolutions is at each Member’s desk. The 
firs t order  of business is House C oncurrent Resolution  435, rela ting  
to the  si tuation in Poland.

[Whereupon, the  committee proceeded in consideration  of H. 
Con. Res. 435.]

Chai rman Zablocki. The next resolution is House Concurren t 
Resolution 363.

The chief of staff will read t he resolution .
Mr. Brady [reading]:

Concurrent Resolution, Urging the  President of the  United  States to consider 
negotiations with repre senta tives  of the Government  of Jap an with respect to a 
tempo rary res tra int  in the  expor tation  of automobiles into the  United States, an 
equitable  relationship between prices charged in domestic and foreign sales, and 
elimina tion of trade  b arri ers affecting purchase  of American products.

(221)
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Chairman Zablocki. The gentlem an from Michigan asks unani
mous consent  that the  resolution be considered as read and open 
for amendment.

The C hair will recognize the gentleman from New York.
Mr. Wolff. I yield to  th e g entle man from New York.
Chairman Zablocki. Mr. Bingham.
Mr. Bingham. I thank th e chairman and my colleague from New •

York.
The Subcommittees on Asian and Pacific Affairs and on Intern a

tional Economic Policy and Trad e have considered this resolution.
Mr. Wolff and myself recommend favorable  consideration with »
amendmen ts as indicated on the  copy that  should be before you.
The objective was not to change the  essence of th e resolution, but 
to eliminate  certa in par ts of th e preamble, which seem not really 
necessary nor appropriate for this type of resolution, part icularly  
the  reference  to the  steel indust ry’s problems.

You must recognize th at  the re were various other ma tter s tha t 
might  have been refer red to in the  p reamble,  but it is n ot intended 
to be comprehensive.

We have  had three of hea rings on this  resolution and  on general 
problems of U.S. trad e with Jap an.  This is, of course, a sense of 
Congress resolution  which would not have the  force of law; but  it 
would, nevertheless, put  this  committee on record as favoring 
action looking toward tempora ry res tra int in the  exportation of 
automobiles into the United States by Jap an.

The principal change in the  original form of t he  resolution was 
to inse rt that  considerat ion of negotiation for such res tra int would 
occur as the  Pres iden t considers the  recommendations of the 
United State s Internat ional Trad e Commission.

Under the  existing law, the  Trad e Act of 1974, the  Inte rnation al 
Trade  Commission is p resen tly considering complaints by Ford and 
the  UAW and it was pointed out  at  the  hear ings  that  we should 
not attem pt to prejudge the  results  of th at  hear ing, nor to urge 
action in looking toward tempora ry res tra int until the  ITC proce
dure has been completed in the  nea r futur e. Accordingly, the  reso
lution is recommended with th at  insertion.

Mr. Wolff. Mr. Chairman?
Chairman Zablocki. The gentlem an from New York, Mr. Wolff.
Mr. Wolff. Thank  you, Mr. Chairman.
I would like to echo the  sent iments of my colleague from New 

York, Mr. Bingham, saying th at  the  Subcommittee on Asian and 
Pacific Affairs held a number of hear ings  on this  question, and 
joined today in the passage of thi s resolution in the  subcommittee .

The objective here is to find some means of volu ntary activity  
upon the  part of both governments  to solve a very serious problem 
between our two people, that  of the  serious imbalance created by 
the sale of automobiles in the United States . "

We are  anxious to mainta in our present rela tionship  with the 
Government of Japa n, which is in the  best inte rest s of our  Nation, 
but we do have these problems between us that  we should be able 
to resolve in a very peaceful ma nne r that  does not int errupt the 
imp orta nt relations between our  two countries .

One very important factor th at  was noted during last  week’s 
bearings, the  use by the  Japane se auto man ufac ture rs of Ameri-



223

can-made spare par ts durin g the  warranty  is a  facet of thi s overall 
issue tha t should be included in the  negotiations.

This is an $8 billion business which, if resolved, and American 
spare  par ts could be subs tituted for Ja pan ese  spare parts , would do 
well to ameliora te the  t rade imbalance th at  exis ts between our two 
countries.

As I have indicated, the  business amounts  to some $8 billion, and 
it seems t ha t if the par ts are to pass inspection, they  should be able 
to substitu te and those par ts could be manufac tured here  in the  
United States without seriously jeopardizing the  Japanese man u
factu rers. At the  same time, we need to make jobs available to 
Americans, and this takes a tru ly joint ven ture  in the  sale of 
automobi les to th e American market.

Mr. Broomfield. Would the gentleman yield?
You have amended this  original resolution by providing that  the  

Pres iden t should review this  in light  of the  U.S. Inte rna tional  
Trade  Commission’s recommendation.

When is th is going to be before the  President?
Mr. Wolff. I yield to the gentleman , but as soon as  we pass the  

bill out.
Mr. Broomfield. I real ize tha t.
Mr. Bingham. It is antic ipated th at  these recommendations will 

go before th e Pres iden t within a  m att er of 2 or 3 weeks.
Mr. Broomfield. There may be a reason for this. The only thin g 

I am trying to get across is t ha t the  problem in the  Michigan are a 
is urgen t. We have a lot of people unemployed, and I am not sure  
the  Japa nese have gotten the  message yet that  we wan t some 
cooperation. I hope that  the  language th at  has been put  in here  
does not cause undue delay in gett ing that  message to Japan.

Mr. Bingham. The gentl eman from California , Mr. Lagomarsino, 
had very per tinent  remarks to make on th is point.

Mr. Lagomarsino. The remarks  I made in the  subcommit tee as a 
pract ical ma tte r are  relevant here. This approach will do more to 
get the  Preside nt’s atte ntio n tha n perhaps the  original language 
would have. We have all seen instances  where  we urged the  Presi
dent  to do something and he ignored us, and th at  would be the  case 
here especially when he is going to  be awai ting th is report anyway, 
so all we are  doing is saying, “Hey, Mr. President,  look at this  
repo rt”, and reopen ing the  negotiations.

Mr. Broomfield. I hope you are  right . Not too long ago he 
stopped in Detro it and made quite  a fuss about  unemployment 
there and went  on to Jap an  and noth ing was said about  unemploy
ment.

Mr. Lagomarsino. I think  this is be tter tha n to just actually 
direct him to do it.

Mr. Wolff. Would th e gentlem an yield?
Mr. P ease. If the gentleman will yield?
Chairman Zablocki. The gentlem an from New York has the  

time.
Mr. Wolff. I migh t ment ion to the  ranking  minority Member, 

since I did accompany the  P resident on th at  tr ip to Japan , that  this 
was one of the  topics of discussion the  President  had with the  
Acting Prime Minister at  the  time, that  is the  whole question of 
automobile sales.
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Chairman Zablocki. The time of th e gentleman from New York 
has expired.

Mr. Pease. I am pleased for the interven tion  of my colleague and 
friend from Michigan.

I reacted somewhat s imilarly when the  resolu tion was before our 
subcommittee.

I would like, firs t of all, to commend the  two gentlemen from 
New York, the chairmen of the ir respective subcommittees, for 
having some excellent hear ings  on this  overall  problem and for 
moving this resolution so expeditiously.

At the  same time, I do sympathize with  the  feelings of the  
gentleman from Michigan because in the  subcommittees  meeting 
jus t a n hour ago I ra ised the  identical concerns.

In his State of Michigan and my State of Ohio, t he  impact of the  
slump in the  auto  industry is extremely  grea t, and  wha t our con
stit uen ts are  looking for is some firm resolve on the  part of the  
Congress to try  to stem the  tide of Japanese imports .

Wha t we are saying with  this  amendment th at  was adopted in 
subcommittee is th at  we want to fur the r weaken or water down, 
the  re solution which was not  very strong in the  f irst  place.

As I understand it,  t he Intern ationa l Trade Commission is due to 
repo rt to the  Pres iden t some time in mid or late  November, so we 
are  ta lkin g about 6 or 7 weeks before the  P res ident gets the  report .

As I understand it, the re will be a couple of months afte r th at  
th at  the  Pres iden t has to act. I also underst and  th at  the  Inter na 
tiona l Trade Commission may rule  on fairly narrow grounds  th at  
the  problems in the  auto indust ry are  not solely rela ted to import 
penetration.

I thin k it is a fairly commonplace und erst and ing  t ha t that  is the 
case, b ut ther e is no doubt in my mind but  w hat our auto  s itua tion  
in the  United States would be improved considerably if we are 
able, on a temporary  basis, as the  resolution  says, to have some 
res tra ints shown by the  Japane se.

For that  reason, I wish th at  we were prep ared  as a committee to 
send a stronger message to the  Preside nt and th at  he would con
sider  negotiations  with the  Japanese.

However, my position did not prevai l in subcommittee, and I am 
quite  willing to sup port what we have  before us.

Chai rman  Zablocki. Is th ere  an y f ur ther discussion?
The Chair understands th at  the  subcom mittees have amended 

House Concurrent Resolution 363 in the  opening paragraph  by 
striking in the firs t line the  words “en ter  into ” and inse rting  in 
lieu thereof “consider” .

Mr. Bingham. Correct.
Chai rman  Zablocki. On page 2, the thi rd  “whereas” clause and 

the  fourth  “whereas” c lause were struck.
Mr. Bingham. Right.
Chai rman  Zablocki. On page 2, the subcommittee  added on the  

second line of the  fifth “whe reas” clause the  words “widely re
garded  as ” af ter the  word “Sta tes”.

Mr. Bingham. Yes.
Chairman Zablocki. Which “the  United Sta tes widely regarded 

as a significant  cause”?
Mr. Bingham. Right.
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Chairm an Zablo cki. In the seventh “w hereas” , the subcommittee 
amended the resolution to read “whereas Japan has ‘taken  steps 
to’ open its market,” is that correct?

Mr. Bing ham . Right.
Chairm an Zablo cki. We’ ll take  the amendments in the “where

as” clauses first.
Is there  objection to the amendments that were adopted in the 

subcommittee  in the “where as” clauses?
The gentleman from New York asks unanimous consent that the 

amendment be agreed to.
Is there objection?
The C hair hears none.
It is the Cha ir’s understanding that the subcommittee  amended 

the first operative clause. The chie f of sta ff will  read the subcom
mittee’s amended version.

Mr. Brady [reading]:
Resolved by the House of Representatives (the Senate  concurring), Tha t the 

Congress urges the Presiden t, in his review of the United States Internat iona l Trade 
Commission recommendations, pursuant to Public Law 93-618 Sec. 201, the  Trade 
Act of 1974, to consider entering into negotiations with the representatives  of the 
Government  of Ja pan  with respect to a temporary res tra int  in the exportation of 
automobiles into the  United States, an equitable  relationship between prices 
charged in domestic and foreign sales, and elimina tion of t rade barr iers affecting 
purchase of American products.

Chairman Zablo cki. Is there any objection to the amendment 
adopted in the subcommittee?

The C hair hears  none.
It is so ordered.
The question occurs on the approval of House Concurrent Resolu

tion 363 as amended.
Al l those in favor signify by sayin g “aye.”
Opposed, “no.”
The “ayes” have  it.
House Concurrent Resolution 363 is adopted as amended.
Mr. Wolff. Mr. Chairman, I thank the Chairman  for yielding.
May I ask, is there language in the report that explains the 

subcommittee recommendation on spare parts?
Chairman Zablocki. It is a noncontroversial resolution which 

we’l l ask to have  put on the suspension calendar. Norm ally a 
report is not filed on measures considered under suspension of the 
rules.

Mr. Wolff. Yes, but-----
Chairm an. Zablo cki. The gentleman from Michigan is very anx

ious that a resolution be considered expeditously. It has to go to 
Ways and Means afte r our committee  has completed action on the 
resolution.

Mr. Wolff. Just so long as there is something in the legislative 
history that  indicates our concern.

Chairman Zablocki. We can do that on the floor.
The Chair would also point out that  to conform with the amend

ments that  were jus t adopted, the title  would have to be amended.
Mr. Wolff. Tha t is correct.
Chairman Zablocki. We need to change “enter  into” to “con

sider” .
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Mr. Wolff. Mr. Chairman, as I understand it, the re will be a 
Ways and Means resolution offered tha t rela tes to this.

What effect will that  have upon our resolution th at  we are 
passing on today?

Chairman Zablocki. We are  going to ask to be placed on the 
calendar and hope that  this  resolu tion will be considered tomor
row.

Mr. Wolff. I th ank  you.
Chairman Zablocki. The next order of business is consideration 

of House Concurrent Resolution 308.
[Whereupon, the committee proceeded in consideration  of H. 

Con. Res. 308.]

I



UNIT ED STATES-JA PAN ECONOMIC RELA TIONS

WEDNESDAY, OCTOBER 1, 1980

H ouse of Repr ese nta tives,
Comm itte e on Fore ign  Affairs ,

Subcommittee on Internatio nal
Economic Policy and  T rade,

Washington, D.C.
The subcommittee convened at 2:10 p.m., in room 2200, Rayburn 

House Office Building, Hon. Jonatha n B. Bingham (chai rman of 
the  subcommittee) presiding.

Mr. Bingh am . The subcommittee  will be in  order.
This meeting today represents the  four th and final  hearing  on 

the  subject of “Uni ted Sta tes- Japa n Economic Relat ions,” held 
join tly by th e Subcommittees on I nte rna tional  Economic Policy and 
Trade and on Asian and Pacific Affairs.

I have to apologize to our witnesses th at  due to a number of 
conflicts, we seem to have poor attendance  today. This hearing  has 
been plagued  with bad luck. We had to postpone it once.

I hope  tha t wasn’t too much of an inconvenience.
We do ant icipate other members being here,  but I think  in 

fairness to you, we be tte r s tar t.
I will introduce all of our four distinguished witnesses at this 

time.
Dr. Amitai Etzioni is univ ersi ty professor at  George Washing ton 

University and direc tor of the  Center  for Policy Research. He is the 
autho r of 12 books, including most recently  one enti tled  “Social 
Problems.” During  the  past  year, Professor  Etzioni has served as 
sen ior  adviser in the  White House.

Dr. Stephen D. Cohen is associate professor in the  School of 
Internatio nal  Service at American University. He is the  author of 
“The Making of United Stat es Internatio nal  Economic Policy,” 
among other works, served on the Murphy Commission, and was a t 

• one time  the  Chief Economist at the  United Sta tes-Japa n Trade
Council.

Thomas M. Hout  is a vice president of the  Boston Consulting 
Group, has coauthored  “Japanese Indust ria l Policy” as well as 

- other books, and serves as a consulta nt on the  Japanese business
system for corpora tions and governments.

Dr. Gary  Saxonhouse is a professor of economics at  the  Univer
sity of Michigan, where he is chairman of the Committee for Com
parative and Historica l Research on Market Economies 
(CCHROME). He is presently on leave at  Columbia University  
where he is senior  rese arch  fellow and at  Brown University where  
he is Hen ry R. Luce Professor of Comparat ive Development. He is 
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the  author  of many studies on the Japanese economy and consults 
widely wi th government and industry.

Thank you for being with us, gent lemen.
Would you s tart off, Dr. Etzioni?
STATEMENT OF AMITAI ETZIONI,  DIRECTOR, CENTER FOR 

POLICY RESEARCH, INC.
Mr. Etzioni. T hank  you.
With your  permission, I will briefly summarize my statement .
Mr. Bingham. Without objection, your full sta tem ent  will be 

incorporated  in the record.
Mr. Etzioni. T hank  you very much.

NATIO NAL SECU RITY CONSIDERATIONS

The firs t point I would like to highlight is th at  in many of the 
current discussions on wha t proper economic policy the  country 
should follow, frequently  the  consideration of nat ional securi ty is 
not even mentioned , l et alone discussed.

So, for instance, in one of the most encompassing 50-page tre at 
ments of the subject in the  issue of Business Week, on the  reindus
trial izat ion of America, the  subject is no t covered.

I could go on. This is not due to evil inten tions . It is due to the 
fact that  we increasingly organize the  world along academic de
par tmental lines, t ha t economists are  stuck in one box and political 
scienti sts in another. The two never  meet.

Similarly on the executive side, we have a Nat iona l Security  
Council, a  Council of Economic Advisers, separa te setups, each one 
pursuing its own priorities.

We seem to have no insti tutio nalized occasion where economic 
consideration and inte rna tional  considerations are  systematically 
well in tegrated  a t the highest level.

Someday somebody will have to ask the  question, what is more 
imp orta nt to us in the longer run , intern ational economic points or 
gestures in the  U.N. G enera l Assembly?

I file with  those who think  th at  the  weal th dra in has reached a 
level th at  it  should systematically concern us.

Felix Rohatyn of New York keeps pointing out th at  this  year, 
before the  l ast raises, the  national oil bill amounted to $100 billion. 
The total value of the major American corporations  listed  on the  
New York Stock Exchange is $900 billion. So in  less than  5 years, 
theoretical ly, of course, our oil bill will a mount to h alf  the  worth of 
our major  corporations.

I use this  as one easy way to focus atte ntion on the  size of th e 
problem.

I would favor and recommend th at  if the  executive cannot take  
care of this, Congress lend a helping hand by ret urn ing  to the  
question we asked in the  past. Wha t can we do to reduce the  oil 
tax?

The reason it needs your atte ntion is because the  notion that  we 
could, by conserving oil and developing new resources , atte nd to 
this question, turns out to be erroneous.

In 1979 we had an unusually  good year from th at  viewpoint. Our 
production increased from 8.5 million bar rels  a day to 8.7, but now
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one of t he oil export ing count ries is talk ing  about  reducing  export 
by a million barr els a day.

One day they  will cut out a million bar rels  and the  shortfalls  
from Iran amounted to 3 million barrels a day. In short,  it will 
take  us 10 years  or more if we get one of these  days an effective 
energy program  before we cease to be so extremely  dependent on 
other countries.

We jus t can’t afford 10 more years  of such a hemorrhage.

ECONOMIC TYPOLOGY

To tu rn  to my second p oint, I find it somewhat useful to organize 
the  pres ent debate among variou s economic policies, along a conti n
uum which really is based a naly tica lly on two dimensions.

One is the  question, what is the  proper  rela tionship  between the  
polity, the  Government, and  the  economic sector? We have on the  
one han d the  completely nont arge ted school, sometimes called 
supply-side economics num ber one, according to which if you jus t 
cut Govern ment reven ue and taxes and releas e the  resources  to the  
economy, they will float on the ir own goodwill where  they  would 
do th e most good.

At the  othe r extrem e, we have the  kind of revival of planning, 
though it doesn’t qu ite tak e th at  name. Und er the  guise of ind ust ri
al policy, the  Commerce Dep artm ent would tu rn  into a Trade 
Development Dep artm ent with  300 desks, one for each indu stry  
from ballbearings  to industr ial diamonds, and they  would analyze 
the  winne rs and the  losers, celeb rate the  winn ers and sink the  
losers.

While I personally favor helpin g in this  way a few industries,  if 
this approach were applied across the  board, in the  kind of att em pt 
to Japa nize  or West Germanize our economy—we would be in 
troub le .

As a sociologist, I must  raise  a warn ing flag. You canno t Xerox 
instit utions. Things which may or may not work well in Japa n 
cann ot simply be im planted here.

For instance, if it is tru e th at  MITI—the  Mini stry of Trade and 
Intern ationa l—is a governm ent-controlled set of committe es which 
tells industry basically  where to go, it  is q uite inconceivable for me 
th at  we would have such a progr am in this  country . Maybe ther e is 
more room somewhere in the  middle, not simply relyin g merely on 
losing revenue to the  priv ate sector and not  going to the  opposite 
extre me of tryi ng to analyze  300 indu strie s and precisely deter mine  
the  place in the  sun for each  one of them,  bu t follow th at  middle 
road of revitalizat ion.

While I like the  term “rein dus tria liza tion ,” I don’t care much 
wha t we call it, bu t I care abou t the  notion th at  we should encour
age cer tain  sectors of the  economy, without new specific inte rven
tions.

Take, for instanc e, the  Capi tal Recovery Act, it provides incen
tives to a large vari ety of in dustries  without choosing among them, 
to replac e worn-out equipment and plants.

Larger suppo rt for R. &  D. does n ot go int o the  question of which 
of su ch projects deserves to be encourag ed and which discouraged.



If we could find a way of making workers sha re in increased  
productiv ity without having  to choose between one group or an
other, there would be ano ther  example.

So, on th at  continu um, from completely  nontarge ted to highly 
targe ted economic policies, it seems to me the  semi targe ted ap
proach—which, by the  way repr esen tativ es on both sides of the 
aisle and in all the  major Pres iden tial  cand idate s’ camps—is where 
our atte ntio n should focus.

To close here,  I did not deal with  the  competitive problem of the 
United  State s in pa rt because I know my colleagues are  going to 
take  such good care of th at  issue, in pa rt because I believe th at  
first and foremost it is a  question of str eng ths  in our own economy.

It is not simply a question of a changing of our internatio nal  
position. We have, over the  last  30 years, overconsumed in the 
public and priv ate sector, and we ha ve underinveste d.

As a resul t, a large pa rt of o ur inf ras tructu re and capi tal goods 
sectors have weakened and have not  adapted to the  new energy 
environ ment.

I think th at  is where our first  prio rity  should lie. Once these  
things are attended to, our competitive position, at  least  in large 
part,  will co rrect itself.

Than k you for your time.
[Mr. Etzioni’s pre pared  s tate me nt follows:]

Prepared Stat ement  of Amitai Etz ioni , Director, Center  for Policy 
Resea rch , Inc .

NATIO NAL SEC URITY— PARA MO UN T

There is a growing consensus that  something basic is amiss in the American 
economy. More tha n a down tur n of cycle; a problem deeper tha n too much infla
tion, unemployment  and high interest  rates.  What we need is to shore up our 
productive capacity. There is less agreement  as to what is to be done. In the 
arguments about which crite ria should be non-economic—namely the country’s 
national  security  needs. They should take precedent over considerations of “com
parative  advan tage” and all others on the simple grounds that  security and 
independence ar e more im portant tha n any economic considerations.

Even a brief examination of the economic-industrial foundation of natio nal secu
rity will show signs of trouble. We find it ever more difficult to allot the  needed 
resources to defense, as our GNP grows less tha n in previous decades. Our deferred 
maintena nce makes ships, steel, railroa ds—all vital to nation al security—weak. Our  
militar y hardw are and conventional capability are not as vigorous as  they  need be 
for a  credible overseas presence. O ur energy vulnerability  is s till dangerously high. 
We need to derive from these considerations a 1st of th e sectors of the economy in 
urgen t need of support.

True, in the past, much was supported in the  name of national security which was 
not truly needed. To avoid dillutin g the national security criteria, I suggest creation 
of an independent, American Re-industria lization Board.

The Board would be composed of nine persons of expert background, appointed  by 
the President  for a seven year  term, somewhat like the members of the Federal 
Reserve Board. The nine persons would have to qualify an industry, corporation, or 
group of workers before th ey would be entit led to special public support, if it takes 
the forms of loans, loan guarantees, tax incentives, or outr ight  subsidies under  the 
new re-industrialization of America drive. Congress would allot the  funds and set 
the criteria; the  Administrat ion would develop the specific re-indus trializa tion pro
gram, in consultation with business labor, but  recipients would have to be qualified 
by th e non-partisan  expert board, to avoid politization of access. To th e extent tha t 
re-industrial ization support would be regional or state-based, parallel  boards might 
be needed on these levels.

HOW TO STOP THE OPEC WEALT H DRAIN

A major hindrance in undertaking a drive for r e-indust rialization withou t neglect
ing our defense needs nor wantonly disregard ing our social needs, is the  high price
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of oil. In 1980 Americans will pay $100 billion for imported oil. As Felix Rohatyn 
has pointed out, the tota l value of the American corporations listed on the  New 
York Stock Exchange is about $900 billion; thus, in five ye ars the nat ion’s oil bill 
will amount to more tha n half the value of the  major American corporations.

Obviously a way must be found to reduce this wealth drain. Increased conserva
tion and development of other energy sources are  not the  whole answer; oil export
ers can more tha n offset ga ins made in this way by price increases and production 

,  cutbacks. There is an urge nt need to create  an analyt ic facility to review, from a
combined perspective of American economic needs and inter natio nal relation s, the 
answer to th is drain  on ou r wealth.

NONTARGETED, SEM ITARGETED, AN D FULLY TARG ETED APPR OAC HES

•  How to ti lt our collective efforts to rebuilding our industria l base depends on one’s 
conception to the  proper relations between t he economy a nd the  polity.
(i)  Nontargeted

In the view of radical conservatives, the less the polity is introduced into the  
economic realm, and the smalle r its take, scope, and mission, the  more productive 
America will be. In economic policy, this suggests large tax cuts as the cornerstone, 
retu rnin g to the private sector resources previously used by the public sector and 
unleashing  incentives for entrep reneu rship , saving, and risk taking, all held in 
check under  high tax levels. This view is also known as Supply Side I, or “turn ing 
on the spigots’ , its most outspoken advocates are Jac k Kemp, William Roth and 
Arthur  Laffer. Its attr ibu te most releva nt to the issue discussed here is th at  the 
tran sfer  of resources from the  polity to the priva te sector is nontargeted; where the 
resources go and how they a re used is left altoge ther to the operation of the  m arket. 

Semitargeted
Many conservative economists, including Herb ert Stein, Alan Greenspan, and 

George Schultz, argue  instead th at  while Americans do need less governm ent con
trol, interven tion, expendi ture, and taxatio n, there is a need, at  least during the 
restorati on era, to guide or semitarget the reresources, in order to counter inclina
tions toward over-consumption and under-investment,  to make up for the  lag in 
adaptat ion, and to serve n ation al security needs.
(iii) Targeted

Still another view, the thesis  of industrial  policy, calls for a government master- 
plan which would targ et resources fully and specifically. Key to industria l policy is 
a one-by-one review of industries, eith er by governm ent agencies or a government- 
industry-labor committee, to decide which will be promoted, which phased out. 
While ther e is room for some such effort, as an overall approach, it is technical ly 
impossible and politically incompatible with American institutions  and traditions.

Re-industrialization stand s between non-targeted assistanc e and fully-targeted in
dustr ial policy as semi-targeted. Its concern is with setting priorities, providing 
incentives, and building consensus. Re-industrialization focuses on elements which 
serve the needs of all industries, not jus t certain ones. Re-industr ialization would 
increase the amount of capital  available, for example, to all parts  of th e American 
economy, not jus t to steel or rubber. It would improve the  transpor tatio n system for 
all parts  of the  economy, not jus t for coal o r grain. Under a policy of re-industria l
ization, the policy sets the  context, which is productive capacity; within th at  con
text, the market targets. Given an improved context, the market will allocate 
capital where it will be most efficiently used.

* THE ELE MENTS OF REINDUST RIA LIZ ATION

We m ust go beyond fiddling with the dials, to try  to reduce unemployme nt by x 
points, decrease inflation by y points; we must engage in a broad-based effort to 
shore up Americ an’s productive capacity. It is this capacity which provides the 

a  resources for all that  we do—for defense and social services, for a high stan dard  of
living and those govern ment expenditures which are necessary. And it is this 
capacity which has been weakened by decades of over-consumption in the public and 
private  sectors and unde rinve stment in main taining and updating our productive 
capacity.

The new approach to shoring  up America’s productive capacity will have to 
encompass seven elements which shaped the nation’s economic st rength in the first 
place. The seven elements of re-industr ialization include transpor tatio n of resources 
and goods; communication of informatio n and signals; abun dant  energy; vigorous 
innovative capacity; effective mobilization and preparation of labor, or huma n capi
tal; supportive legal/ financ ial institutions; and a high level of capital formation.
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(1) Transportation of  goods

A developed economy requires large-scale, expeditious movement of raw mater ials to processors and of products to markets.  Material and products in tran sit add only to costs, not to production.
A look a t th e state  of the American transpor tation system shows tha t a irlines, the sector in relatively the  best shape, carry  less than one percent of the  load. The means of transportation  on which we rely most are less sound. Railroad tracks, roadbeds, and, to a  lesser ex tent, equipment are  seriously deteriorated; even in 1975 *dollars, the railroads will need to spend an estimated $62 billion between 1976 and 1985 to main tain and renew rights-of-way and equipment. What is less widely known, is th at the natio n’s highways as well, built  with federal funds with insufficient provisions for maintenance, are deterio rating.  As of 1975, 42 percent of all paved highways and 27 percent of intersta te highways were rated  eith er “fair ” or •‘poor”. The Department of Transportat ion estimates that  it would take an average of $21.8 billion a year, again in 1975 dollars, each year unt il 1990, simply to main tain highways in the ir 1975 condition. Actual expendi tures are  f ar below these levels.

(2) Communication systems
As transporta tion moves goods, communication moves symbols—symbols which carry  information, control actions, and express sentiments and values. Accessible information is important  to productive decisionmaking; instructions  and other control signals are  vital for large-scale admin istration; expressions of va lues broaden parochial loyalties to an encompassing sense of national identity. Thus, rapid and reliable communication is essentia l to a national economy and nationa l policymaking.
Historically, the introduction of the  telegraph and telephone served the first industria lization of America. After World W ar II, computers, communication satellites, and national TV networks were added. Communication is by far the  strongest of the seven elements of industr ializat ion and the least in need of revitalization.

(3) Power
Obviously, a high production society requires enormous amounts of energy from power sources which are routinely  available and easily stockpiled. American industry was built  on cheap energy, b ut now cheap energy has vanished.
Much has been written and said as to wha t is to be done. Let me simply highlight here the main relevant points.

(1) Secure flow of oil takes precedence over costs.
(2) Less rapidly rising costs are vital to re-indust rialization.
(3) Conservation simply through lower economic activity is not as helpful as conservation through increased energy-efficiency, combined with development of new oil and of alternative  energy sources.
(4) A major drive for energy development can be best financed by an import tax on oil.
(5) Such a drive should be tied to job development and trade-adjustment assistance.

r. & D.

Efficient, expanding production of both capita l goods and consumer goods and services requires continual innovation and adaptation of tools, techniques, and technologies. Research and development, including inventions, engineering advances, and technological education, undergirds the  directly productive segments  of an indust rial economy and also renews othe r e lements of the infrastruc ture.Research and development shows fewer signs of deterio ration tha n some elements. For t hree years in a row, real growth in research and development  expenditures  by industry have been increasing, in constant dollars. But as a percentage of Gross National Product, total research and development expendi tures fell from 3 percent in 1964 to 2.3 percent in 1979. Second, while many of the natio n’s industr ial, energy, and security needs are  highly applied, American R. & D. is more “basic”, less applied tha n tha t of several of the nat ion’s main competitors. A return  to a higher  federal R. & D. budget and a higher applied yield is urgen tly needed.
HUMAN CAPITAL

Industria lization requires a labor force motivated, educated and trained to staff the evolving factories, offices, laboratories, and financial institut ions. Vocational education must be examined to see if it  can be made more job-relevant and tied to the indus trial agenda of the  ’80s. The higher education drain  of resources and the
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anti- industrial  t ilt  should be reviewed, while we also evolve steps to promote  produc
tivity.

LEGAL FINANCIAL INSTITUTIONS

A modern indus trial economy demands a legal and financial s truc ture  commensu
rate with its size and complexity. A nationwide, easily mobilized flow of sufficient  
capita l for large projects, which industrial growth requires, depends in its initia l 
phases on such supportive legal and financial insti tutions as standardizat ion of the 
currency, a national banking system, and the concept of limited liability. As the 
economy develops, these institutions must be elabora ted and adopted to meet its 
needs.

The American economy operates within a legal and financial framework which 
has not been modified as rapidly  as conditions have changed, and which reflects a 
tendency to impose American values elsewhere. Thus, aside from changes in anti
tru st laws and venture  capital  laws, discussed below, it seems to make sense to 
change the laws concerning the conduct of American business representatives over
seas, to state tha t they would be expected to abide by the law of the land they work 
in, not the  USA. This would return  them to equal footing with the ir overseas 
competitors, without evading ethica l responsibility. Most countries  prohibit corrup
tion, and if some are less di ligent in enforceing the ir laws than others, that  should 
not be the  business of th e United States.

CAPITAL GOODS

While early indus trial development  was in part piggybacked on the produce of 
field and forest, the machine and its products were preeminent in industr ializai ton 
proper. The Creation of an infrastructure  suitab le for modern economic develop
ment culminates in the accumulation of capital goods.

While U.S. spending on new plants  and equipment has continued to rise in recent 
years, in real terms it has been falling. We must increase plow-back investment, 
which recently  has been less th an  10 percent, to 12 percent of the  GNP, in order to 
provide the capital to replace obsolete equipment (especially in steel, rubber, and 
textiles), and to come closer to the  nation’s main competitors (West Germany now 
reinvests  about 15 percent, Japan,  about 21 percent).

In addition, America’s lower rat e of personal savings, less t han  half th at  in most 
Western European countries and only about, one third that  of  Japa n, has been said 
to h inder its economic performance. West Germany’s success story  is often cited—as 
the Wall Street Jou rna l reported, since the 1960’s the  funds made available by 
savings have helped push productivity ahead faste r in Germany tha n in any other  
Western nation, and have allowed banks to make ample loans to German compa
nies.

Biography of Amitai Etzio ni

Dr. Amitai Etzioni is University Professor at  George Washington Univers ity and 
Director of the Center for Policy Research.

He is th e auth or of twelve books, including “A Comparative Analysis of Complex 
Organizat ions,” “Modern Organizations, Political Unificat ion,” “The Active Soci
ety,” “Genetic Fix” and, most recently, “Social Problems” (Prentice-Hall, 1976).

Dr. Etzioni’s achievements in the  social sciences have been acknowledged by 
several fellowships, including The Social Science Research Council (1960—61), The 
Center for Advanced Study in the  Behavioral Sciences (1965-66), and Guggenheim 
(1968-69). He was a guest scholar at The Brookings Inst itution in 1978-69. He 
served as  Senior Adviser in the White House, 1979-1980.

His achievements  in natura l science have also been recognized. His book, “Genet
ic Fix” (a Harper & Row paperback) was nominated for the  1973 National Book 
Award in the area  of science. He served for two years  as a member of the editorial 
board of Science.

Outside of academia, Dr. Etzioni’s voice is frequently heard in the popular press, 
from the New York Times to the  Washington Post, from Psychology Today to 
network television.

He has consulted widely for government agencies, including the Department of 
Health,  Education, and Welfare; the  Departments of Labor, Commerce, and the 
Treasury; The National Science Foundation; The Pres iden t’s Commission on the 
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He founded the Cente r for Policy Research, a not-for-profit corporation dedicated 
to public policy, in 1968, and has been its director since it s inception.
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In 1976, the American Revolution Bicentennial Administration  accorded Dr. Etzioni a certificate of appreciation for his outstanding contribut ion to our nation’s bicentennial commemoration.
Dr. Etzioni is married and has five sons.
Mr. Bingham. Thank you very much, Dr. Etzioni.
Let’s hea r now from Mr. Cohen.

STATEMENT OF STEPHEN D. COHEN, ASSOCIATE PRO FESSOR ,
SCHOOL OF INTERNATIONAL SER VIC E, THE AMERICAN UNI
VERSITY
Mr. Cohen. T hank  you, Mr. Chairman.
I also will summarize my sta tem ent  in the  inte rest s of time.Mr. Bingham. Withou t objection, the  full sta tem ent  will appear in the record.

LEARNING FROM THE JAPANESE

Mr. Cohen. In the  early post-World War II period Japa n carefully studied and frequently adopted its version of Amer ican economic and business practices  and policies.
Jap an has gone on to become, in my opinion, the  world’s most successful compet itor in the  manufac tured goods sector, and in view of our own large trade deficit, it seems to me the  time is 

overdue for us to learn  from and adapt to, where  appropria te, Japanese  and  other foreign countrie s’ economic and business practices.
In my experience  with Jap an  and  my experience in Washington, this is the  firs t time I remem ber anyone  in official Washing ton asking wha t we might learn from t he  Japanese.
It is as if we had absolutely noth ing to learn from people overseas. I t hin k our ego is long overdue to respect the  need for adapting other people’s strengths.
As I suggested in my testimony , it is not a sign of weakness nor an embarrassment that we should try  to import and, as appropriate, adap t the  economic policies a nd practices of our more successful t rading partners .
In the firs t part of my s tate ment I t ry  to examine  w hat the  basic goals might be of looking a t J ap an ’s success.
The firs t problem we have in looking at Ja pa n’s practices and looking at  th e possibility of increas ing our exports is the  accusation  that  we are  resort ing to mercantili sm, trying to increase exports for the sake of increasing exports.
A second problem in looking at  this  whole subejct is trying to come to grips with the exact  dimensions of the  U.S. t rad e problem, and more par ticu larly  the  U.S. internatio nal  competitive problem.
In my testimony here I alluded to the  fact th at  U.S. exports this year, like last  year, have been growing ra ther  health ily, 26-percent increase  in the  dollar value of our  exports in the  firs t 7 months of 1980 over the  comparable 1979 period.
In addition, if one wants to play with statis tics, one could measure  the U.S. competitiveness in the  nonoil sector. Clearly the  largest single import in the  U.S. trade balance is oil. One way of 

looking at U.S. competitiveness outside of oil would be to take the oil imports  outside of our trad e balance.  This is admitted ly an arb itra ry act to do, but if you do tha t in 1980, the  U.S. will have a nonoil t rad e balance which should be a  $50 billion surplus .
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There are people that are pulling their hair  out of their  heads 
worrying about our loss o f competitiveness. However, it is an exag 
geration that we have lost our competitiveness and that  our trade 
deficit is causing a catastrophe for the U.S. economy.

Another problem in looking at export promotion and emulating  
the Japanese is attitudes in terms of the probusiness mentality.

Al l too often here in Washington I have heard people accuse the 
business sector of narrow policy recommedations that are purely in 
their own self- interest.

Occasionally business recommendations are self-serving, but in 1 general it seems to me we should no longer out of hand dismiss
proposals that  would help our industrial sector in terms of their 
international competitiveness.

UNITED STATES-JAP ANESE COMPARISONS

The second part of my testimony is a look at the cultural  and 
economic similarities and dissim ilarities between Japan and the 
United  States.

I have  suggested here that Japan is a unique country; so too is 
its economy. Japan is a complex blend, in my opinion, of oriental 
culture, geographic isolation, and Western technology.

It is tempting, but incorrect, to assume a complete Westerniza
tion of Japan.

Its consumer goods output, love of hamburgers and baseball, and 
its manner of dress belie the strong cultural base which remains 
the key to understanding individual relat ions and attitudes to
wards governmental  and business authority in tha t country.

In short, I believe  the unique Japanese cultural experience sup
ports a unique economy. The culture has not been subverted by a 
modern, Westernized economic veneer.

Modern Japa n’s economic practices  have been a function in part 
of J apan’s perceptions of its own weaknesses. It is a small, crowded 
island almost wholly devoid o f na tural resources.

Japan,  furthermore, had the enormous task  of economic recon
struction after the backbone of its economy lite ral ly had been 
blown away  in World War II.

Economic recovery necessitated a heavy reliance on imported 
raw mater ials, a reliance which, of course, continues to this day. 
Japan also needed a world mar ket to provide economies of scale for 
the new industries that were destined to outgrow the home market 
in Japan.

• The result  in economic terms was a clearcut  set of Japanese 
priorit ies to reconstruct an economy that would be built  around 
several key industries , such as steel, chemicals and electronics.

Once consensus developed to accept those priorities, the societal
* cohesiveness, innate  intell igence, and capacity for hard work of the 

Japanese people transformed these goals into reality.
These successes in industrial  growth, however, were not without 

costs. In terms of housing, parks, social security, the Japanese did 
pay a price for their heavy reemphasis on industrial growth.

The Japanese also enjoy a number of unique advantages which 
have enhanced their international  competitiveness.

Firs t is worker loya lty and the existence of company rath er than 
industrywide  unions. The benefits  provided by most of the larger

7 1 -0 28  0 - 8 1 - 1 6
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companies such as lifetime employment, toge ther  with the  Japa 
nese concept of group identification, have  minimized labor strikes 
and labor concern with plan t modernization. Most J apanese work
ers don’t have to worry about new capi tal equipmen t replacing 
them in te rms of the ir own employment.

This situa tion maximized Ja pa n’s employee morale and loyalty.
A second difference between Japane se and American business 

finance has been the  reliance by the  Japa nes e corporations  on debt 
financing rat he r tha n equity or s tock financing.

This has allowed the  Japa nese  to take a longer term  view of 
profits. American companies looking over the ir shoulders at the  ‘
atti tudes of Wall Street analy sts and shareholders, are  more con
cerned with immediate retu rns.  When developing export markets, 
immediate return s are  no t very easy to come by.

LIMITS ON ADOPTING JAPANESE APPROACHES

I s till continue to be basically an advocate of the marke t mecha
nism, and I believe that  the invisible han d of the marketpla ce, in 
most cases is preferable  to government guidance. Our cul ture  is 
going to emphasize  the so-called invisible  hand. We a re a nation of 
immigrant s and refugees from many  lands. The concept of Yankee 
individualism, I think, is still  very st rong.

As a resul t, the  experience of the  Japane se society has limited 
relevance for the  U.S. experience.

In my opinion, increased governmental policies designed to en
hance U.S. domestic efficiency and expor t competi tiveness  should 
not be autom atica lly or prematurely designated as an unjustifiable 
handout to business.

I believe in the  marke t mechanism, bu t I am not an ideological 
fanat ic who would argue th at  noth ing the  Government does is 
permissible or desirable in term s of increasing priva te sector com
petitiveness or export  aggressiveness.

Considerat ions of cost effectiveness and equity should not be 
shun ted aside by a chorus of antibusiness  sentimen t a ny more tha n 
should Government  subsidies be used to neut raliz e business errors , 
ineptitude  or indifference in this  country.

New product  innovation, gre ate r domestic productivity and a 
strong export sector hold pote ntia l promises  that  outweigh the  
short- term costs of beneficial Government incentives.

Jap an  has some of the  most competit ive corporations  in the  
world, but to this  date the  Japanese Government still does not 
total ly leave J ap an ’s economic futu res to the  vagaries of the  invisi- •
ble hand.

A final  caveat on th e possibilities of simulating Ja pa n’s economic 
policies is t he severe limitations on w hat  the  U.S. Government  can 
do in pushing corporat ions to pursue increased export activities. *

Disincentives can be reduced and new incentives can be adapted, 
but  the bond between industry  a nd Government is not sufficient in 
this  count ry to allow W ashington to automat ical ly convince corpo
ratio ns that  increased exports are  necessary for th is country’s long
term  interest or, indeed, th at  increased exports are in the  corpora
tions’ own best interests.

Expor ting is a difficult task,  and many U.S. corporations enjoy-
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ing a $21/2 trill ion  domestic marke t don’t wan t to engage in the 
aggravation and costs of developing expor t markets.

In conclusion, I would say you can lead a company to the  ocean, 
bu t you can’t make  i t export.

Well, le t me go to t he final section, learnin g from Japan.
The ultimate genius  and driving force of Japane se exports as 

well as t he so-called “new J apan s” in Southeast Asia, South Korea, 
Hong Kong, Taiwan,  e t c etera , has been the  priva te sector.

In each case, again in my opinion, the  government enunciate s a 
clea r set of specific goals, initi atives and  incent ives and minimizes disincentives. Export success follows.

It is therefore impor tant  for t he United Stat es to underst and  the  
economic policies as  well as t he business  practice s of Japan .

Before turnin g to specific recommendations, I would like to sug
gest, as have others , th at  the  single biggest difference  between the  
United State s and Japane se trade policies is th at  we protect yes terday’s industries while Japa n protec ts and  promotes tomorrow’s industries.

The package of official incentives and  subsidies provided to the  
integra ted circu it and computer industr ies in Japa n is a simple 
mani festa tion of the  indust rial  policy dictum th at  Japan is to de
velop these two industrie s as world class competitors.

The refusa l of the government-owned Nippon Telephone & Tele
graph Co. to procure sophis ticated telecommunications equip ment  
for non-Japanese sources is, in  my view, ju st ano the r manifestation  
of a longstanding Japane se policy of foster ing targ eted  infant  in
dust ries  to become world class competitors .

Except for those high technology industr ies th at  have not yet 
fully blossomed, overt  Japane se import rest rict ions  are  cur ren tly  
quite modest. I didn ’t put the  word “ove rt” in this testimony, but  I 
would like to emphas ize it. I think  th at  in Japa n the re are  a 
num ber of hidden and direct import bar rie rs th at  discourage imports.

Japanese business  practices and economic policies offer only lim
ited possibilities for absorption  into the  Amer ican system. In vir tu
ally every case, modifications are  required, not simple replica tion.

POLICY RECOMM ENDATIO NS

Very briefly, I have  divided my recommenda tions firs t into those 
th at  would fit into pure expo rt policies and second those th at  
involve broader and, in some cases, intern al economic policies.

Und er export policies, first,  I thi nk  we should more clear ly 
define the  tax  benefi ts to Amer ican corporations to cover the  ini
tia l costs of rese arch for and the  promot ion of overseas markets .

In a rela ted issue, the  more stri nge nt U.S. income tax  tre atm ent 
of earnings, allowances, and bonuses paid to U.S. businessmen 
overseas app arently has progressively reduced  the  presence  of 
American corpo rate personnel. The correlation between overseas 
represe ntation  and  foreign sales suggests to me section 911 of t he 
U.S. Tax Code should be changed to reduce  the  U.S. t ax liabilit ies of American corporate  personnel stat ioned overseas.

The second item there, “Changes in Tax Code” speaks for itself.
Let me skip to the  thi rd  item; namely , a res tructu ring of U.S. trade policymaking organization.
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I st ill believe a central ized, cohesive and consi stent  expor t policy 
would be made more likely if we had a single trade ministry  as  has 
been proposed by myself in  1977 and subsequently  by severa l pieces 
of legislation.

The recent mini U.S. reorganization th at  centra lized trad e policy 
formulation  in the Trade Representat ive’s Office and program ad
min istra tion  in the  Commerce Dep artm ent should be viewed as 
only a  “halfway house” move.

Separat ing policy formation from program adm inis trat ion does 
not make  any sense to me. Again I would suggest th at  we move 
towards the  marriage of the  Trad e Representative and the  Com
merce Departm ent into a single trade ministry.

Four th, we should also incorporate the  Japanese abil ity to differ
ent iate  between the genuine eleva tion of an economic policy to a 
high priority position and mere ly playing lip service to an objec
tive.

While the  whole fabric of J ap an ’s governmen t sen tim ent  is con
cen trated on export resul ts, thi s country resorts to rheto ric, task  
forces, and shallow ex port promotion programs.

An example  of the  la tte r is the  Car ter adm inistra tion’s export 
promotion program of 1978.

Finally , the  Congress should complete action  on cu rre nt legisla
tion to encourage the  crea tion of e xport trad ing  companies. These 
trad ing companies should be a special help to small- and  medium
sized U.S. companies that  could, in effect, use them to conduct 
the ir export marketin g operations.

ADOPTING SOME JAPA NE SE ECONOM IC ATTITUDES

On the  broader intern al economic policy, first,  I would recom
mend th at  we adopt a small piece of the  Japane se casualness 
toward  an tit rust prosecution. Given the  v irtual inevitabi lity of con
cen trated indus tries and  the  economics of high technology indus
tries , it seems to me it makes  less and less sense for the  United 
State s to be tryin g to break up IBM as punishm ent  for its own 
corporate excellence.

I would like to know the  t rue Japanese react ion to this effort. As 
I suggest in my test imony,  it must be a mix ture  of awe and amuse
ment as we spend millions of dol lars trying to break up one of our 
most competitive corporations.

The Webb-Pomerane Act also needs to be clarifi ed as to when 
American companies can par ticipate in join t ven tures so as to •
ent er jo int  bidding for overseas orders.

Second, U.S. companies have become vaguely aware of th e bene
fits of Ja pa n’s management practices . U.S. companies should learn 
more abou t Japa n’s quality contro l procedures and enhanced pro- «
duction line morale, both  of which are  r ela ted to improved commu
nications between assembly line workers and thei r supervisors .

The U.S. Government cann ot force domestic companies to adopt 
American versions of the se Japane se procedures , but it can stimu
late the  education process.

A specific example of wh at can be done is t he recent assignment 
handed to the  GAO by the  House Ways and Means Committee to 
study  Ja pa n’s indu strial managemen t styles in general  and the ir
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specific u tiliza tion in Japanese-owned man ufac turin g firms operat
ing in  the United States.

By way of digression, I would like to express the  hope that  the  
executive branch would pursue  such useful and relevan t export- 
rela ted studies, instead of leaving the  burden of research  about  
Jap an  on the  Congress.

The U.S. Government should adopt  a  pure ly American version of 
indicative economic planning  in the  mold of Jap an  and France. 
Although “planning” tends to be a dirty word, I personally see no 
problem in having a j oin t Government-business- labor panel  to pre- 

* pare  long-range analyses that  would provide broad, unofficial direc
tion to American economic growth , while elucidating problems and 
suggesting  solutions.

ENCOURAGING SAVINGS

I think the  U.S. Government  should do more to encourage sav
ings. One way the  Japane se encourage savings is by not having a 
social security comparable to ours, and the  second way is the  
process of paying large  ann ual  or semiannual bonuses. Genera lly, 
these  la rge bonuses are  put in the  bank by workers.

U.S. ta x laws should provide more incent ives for saving. Specifi
cally, tax tre atm ent of inte res t and dividends received by individ
uals should be more in the  mold of the  deductions  cur ren tly  al
lowed for borrowing, that  is, interest payments. In other words, our 
tax  code should encourage savings, the  building block of inves t
ment, as m uch as it encourages borrowing.

I will skip over the  stati stics  in my testim ony on Japane se sav
ings and capi tal format ion, but  I think  they are  indica tive of why 
the  Japaneses  a re doing b etter than  we are  on the  industrial sector 
side.

If enac ted into law, the  emphasis on supply-side economics in the  
current congressional conside rations  of a tax  reduc tion package 
should encourage new investmen t and plant modernization.

The poten tially positive impact on exports of accelerated depreci 
ation allowances and larg er investment credi ts should nei the r be 
ignored nor exaggerated.

The U.S. Government should lea rn from J apa n, and not allow i ts 
export financing ban k to effectively run  out of funds toward the  
end of each fiscal year.

4  INCREASING R. & D. EXPENDITURES

The United States should follow Ja pa n’s lead in promoting an 
increased, not a decreased, share of research  and development 
expenditures as a perc ent of GNP. The Japanese Governmen t sup
ports a sma ller  percentage  of total domestic R. & D., but it is 
concentra ted in the  com mercial sector.

U.S. support for R. & D. should move more beyond the  mili tary  
and aerospace fields and more into goods involving commercial 
applications.

Studies should be made of the probable  cost-effectiveness of pro
viding fiscal incentives to U.S. corporate R. & D. efforts. I pe rsona l
ly am not an expert in this  field, and so I refr ain  from an outr ight
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advocacy of such tax incentives. Rather , I suggest that  they  be 
looked at  carefully.

NO EVIDENCE OF U.S. INTERNATIONAL COMPETITIVE DECLINE

In conclusion, there is a lack of immed iate proof that  the  U.S. 
internat iona l competitive position is in a long-term decline. Never- *
theless, there is no reason for complacency. The time to act is right 
now. We will have to run  fast to ma intain  the  sta tus  quo. Foreign 
economic competition is increasing steadily as is the  pa tte rn of 
overseas business-government cooperation. >

The important thing to note is t ha t the  beginning of th e process 
of economic revita lization in the  United State s seems clear ly in 
evidence. The probable change in U.S. tax  laws and the  probable 
enactment of export- related  legisla tion in 1981 exemplify this 
trend.

Many of th e recommendations th at  I have made here today are 
already in various  stages of consideration  on Capitol Hill. If you 
will excuse the  cliches, the re are  no quick fixes and no panaceas 
here. Still, we do appe ar ready to take  steps in wha t I rega rd as 
the righ t direct ion.

This hearing today is a good example of this  tre nd.
Finally, I would like to emphasize the  major conclusion of the 

Ways and Means Committee’s Uni ted States-Japan Trad e Task 
Force’s re por t of September 5, 1980:

“We don’t need protectionism; we need to make  our own econo
my better .”

A more competitive U.S. export sector  not only makes more 
sense than restr icting imports, it w ill reflect a  more efficient, faster 
growing domestic economy. The characte ristics of fierce competi
tion and innovation  among Japane se companies in an industry 
afforded protection from imports is one of the  g reatest  m ysteries of 
the  Japanese system.

I would not recommend the  Japane se policy of infant  industry 
protection in this country.

Thank you.
[Mr. Cohen’s prepared s tatement  follows:]

Prepared Statement of Stephen D. Cohen, Associate Professor, School of 
International Service, the American University

THE APPLICABILITY OF JA PA NE SE  ECONOMIC POLICIES TO THE  UN IT ED  STATES

I am  S teph en D. Cohen, Associa te P rofessor  in the  School of Interna tio na l Service,
The American University, Washington,  D.C. My area  of e xpe rtise is in  U.S. foreign 
economic policy. My inte res t in Ja pa n blossomed during my four and one-hal f yea rs 
as Chief  Economist of the  U.S .-Japan Trade Council  (1969-1973), and  it  has contin
ued throug h the  present. I app rec iate th e oppor tun ity to pre sen t my views in what 
is ano the r phas e of th e ex traord ina rily  use ful public  dialogue on U.S. interna tio na l 
tra de  policy th at  has  been ini tia ted  by th e Congress. My test imo ny on the applica-  •
bili ty of Jap anese economic prac tices to U.S. needs is divided into  th ree parts: a 
genera l sta tem ent of goals in stud ying th e Japanese economic experienc e; the  rea
sons why only a limited num ber  of J ap anese policies and  prac tices are releva nt to 
and  desi rable in the  American system; and thi rdly, a list  of specific recommenda
tion s for U.S. policy actions.

In the early  post World War II period, Ja pa n care fully studied and freq uently 
adopted th ei r version of A mer ican  economic and  business  practices,  prog rams and 
policies. Given the  fact th at  J ap an  has become the world’s most successful competi
to r in the manufactured goods sector and the fact  of per sis ten tly  larg e U.S. trade



deficits, the time is overdue for the  U.S. to learn from and adopt where appropria te, Japanese economic and business practices.

GOALS

It is neith er embarrassing  nor a sign of weakness that  the U.S. government should assiduously study the  domestic economic and foreign policies of its more successful trading partners. Although this country  s till possesses the larges t and, in many sectors, the  strongest national economy in the world, our recent economic performance suggests tha t we cannot and should not rest on past laurels. Our recurring trade  deficits, exceeding $30 billion, have become so commonplace that  a sense of urgency in reducing or eliminating them seems to have disappeared.The rising sophistication of our foreign competition suggests to me the need to assign a higher priority  to making the U.S. export sector more active and competitive. Alternate policy options, such as import restrictions  or acquiescence to extensive dollar depreciation, should be regarded as vastly inferior to export stimulat ion. It should also be emphasized that  there is a close cor relation  between an optimal trade perfomance and an optimal domestic economic performance, e.g., price stability, product innovation, etc.
My personal belief is that  the laissez-faire approach towards the export sector exhibited by the  vast majori ty of U.S. government officials, corporations, and academicians is out of sync with the  internatio nal economic realit ies of the 1980s. Having said this, let me hasten to add two key qualifications. Mercantilism, the singular pursuit of a trade surplus  to enhance national wealth, has long been discredited— and properly so—by economic theory. Secondly, the re is considerable difficulty in precisely quantifying the gravi ty of our trade problem. For example, if oil imports are excluded, a sizeable trade  surplus results. In 1980, this figure will approach the $50 billion level. Such a figure suggests that  U.S. internatio nal competitiveness is bet ter than the aggregate trad e balance suggests. U.S. exports in the  first seven months of 1980 were up a  healthy 26 percent (in dolla r terms) above the comparable 1979 period. Furthermore, the rising surplus in  our inte rnat iona l services sector has become sufficiently large that  it virtua lly offsets our large trade deficits. With approximate equilibrium in the  c urrent  account of the  U.S. ba lance  of payments, it is far from clear that  an improvement in our trade balance is necessary today on internatio nal monetary grounds.
To advocate a reth inking and upgrading of contemporary U.S. export policies and practices is not the same as advocating efforts to “export’’ domestic unemployment  and surplus  production or to enrich  select  corporations. A catalogue of relevant U.S. policies would indicate a net  til t towards intimidating export growth, a situa tion probably not duplicated in any other  country. The unique political values and economic philosophy of th e United  States justify many of tne  disincentives. But the  relative absence of more positive measures is unjustifiable.
An indictment of American export indifference and a call for a reorder ing of priorities pose scholarly and semant ic problems. There is an immediate risk of an  implied endorsement of mercant ilism, government subsidies, fixed exchange rates, etc. Part of the problem is th at  in this country, economic research on internatio nal trade  has calculated the costs of import protection at  the virtu al exclusion of the costs of export weakness. Perhaps some assume that  the  pursuit of free trade creates  its own equilibrium.
The few exhorta tions for a more conducive atmosphere in this country  towards exporting have come almost exclusively from business people. Generally, the ir efforts have been discounted as being too self-serving. Some of th eir  proposals a re self- serving, but  the ir concerns should be shared more broadly.
It is easy to overstate the case. Foreigners still tend to view large American corporations as poten t competitors. U.S. trade  policy should not be based on the contention tha t “the batt le for world trade is a grubby fight for goods and jobs, not a sp iritual struggle to main tain free tr ade  pu rity.” 1
It is also easy to underestimate preliminary indicators of str uctu ral export weakness. One of the scholarly papers  prepared  for the unprecedented in-depth examination of U.S. export policies conducted in 1978 by the  Senate Banking Committee, concluded: * • * that  s tructu ral  factors are, in part , responsible for recent changes in the patt ern of United States exports. Price and cyclical factors cannot completely explain the recent changes in the stru ctur e of U.S. exports. These resul ts are consistent with the hypothesis of a secular decline in U.S. comparative advantage.2

1 Robert M. Kaus, “Ge ttin g Tough on Trade,” Wash ington Monthly, November  1978, p. 26.2 C. Michael Aho and  Richard D. Carney, “U.S. Export Per form ance in the  Post-Devaluation Period: Continuation of a  Secular  Decline?” Export Policy, Pa rt  2 of hea ring s before the Sen ate Comm ittee on B anking, Hous ing a nd  U rba n Affairs, Feb. 23, 1978, p. 163.
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II. The cultu ral  and  economic dissim ilarities between Japan and  the United States
Jap an is a  unique country. So, too, is its economy. Both are a unique and complex 

blend of Oriental  culture, geographic isolation, and Western technology. I t is tempt
ing, b ut incorrect, to assume a Westernizat ion of Japa n. Its consumer goods output, 
love of hamburgers and baseball, and its manner of dress belie the strong cultura l 
base which remains a key to understand ing individual relation s and attitud es 
towards governmental and business authority. In short, the  unique Japanese  cultu r
al experience supports a unique economy; t he former has not been subverted by the  
latter.

Modern Jap anes e economic practices have been a function of the Japanese  percep
tions of weakness which emanate from the country’s economic geography, i.e., a 
small, crowded island almost wholly devoid of natural resources. Jap an has also 
faced th e enormous task of reconstruction after the backbone of its  economic infra
stru ctur e had literal ly been blown away in World War II. Economic recovery 
necessitated a heavy reliance on imported raw materials and a world mark et to

Erovide economies of scale for t he new indust ries who were destined to outgrow the  
ome mar ket in Japan . The result in economic terms was a clear-cut  set of J apa 

nese priorit ies to reconst ruct an economy that  would be built around several key 
industries, such as steel, chemicals, and electronics. Once consensus developed to 
accept those priorities, the societal cohesiveness, inna te intelligence, and capacity 
for h ard work of the  Japanese people transform ed these industrialization goals into 
realty. In terms  of such factors as housing and the environm ent, this process was 
not withou t social costs, however.

The Japanese  enjoyed a number  of advantages which enhanced  the ir internatio n
al competitiveness. One impo rtant  example is worker loyalty and the existence of 
company, rat her than  industry-wide, unions. The economic benefits provided by 
companies, e.g. lifetime employment, together with group identification,  minimized 
strike s and labor concern with plan t modernization, and they maximized employee 
morale and loyalty. Secondly, corporate reliance  prima rily on debt financing rath er 
than equity (stocks) financing has enhance d the  Japa nese  view towards long-term 
profits and return s. In contrast, U.S. corporate manage rs are more concerned with 
immediate profits to please stockholders and less with long-term sales growth and 
increased mark et shares tha n are the ir Japa nese  counte rparts . Yet another  benefit 
has been the  extensive sales networks of Japanese  tradi ng companies which have 
provided a unique marke ting force.

The historical  emphasis of the Unite d States  has been to subord inate government 
ownership and interference to the “visible han d” of the  marketplace. We are a 
nation of im migrants and refugees from many lands who s till adher e to the notion 
of Yankee individualism. The Japa nese  social fabric appears to be largely irrele vant 
and inappropria te to th e U.S. experience.

I find absolutely no justifica tion for suggesting the  need to abroga te our primary 
reliance of the market mechanism to maximize efficiency and  outpu t, and to guide 
distribut ion and consumption patte rns.  Nor do I advocate massive government 
subsidies to the private sector. On t he othe r hand, the nat ure  of capitalism and the 
competitive patte rns of today are far different tha n 100, or even 60 years ago. It 
follows, therefore, tha t some policy modifications would be a ppropria te.

Internati onal  economic interdepe ndence suggests th at  we cannot be wholly un
mindful of our foreign competition. The basic free mar ket principles mentioned 
above are valid, but they are  not, in my opinion, so sacrosanct th at  they cannot be 
modified to enhance U.S. inter nati ona l competitiveness. A dialogue should be initi
ated on the  merits of providing new and limited rewards by the government  for 
business risk and initiatives. Increased governmental policies designed to enhance 
U.S. domestic efficiency a nd export competitiveness should not be automati cally or 
prematurely designated as a “hand-out  to business.” Considerations of cost-effective
ness and equity should not get shunted aside by a chorus of anti-business sentim ent 
any more than should government subsidies be used to neutralize business errors, 
ineptitude , or indifference. The long-term benefits of new product innovation, grea t
er domestic productivity, and a strong export sector hold long-term promises that  
potential ly outweigh the short-term costs of beneficial governm ental incentives. 
Jap an has some of the most competitive  corporations in the  world; but  the Japanese 
government still does not totally  leave Japa n’s economic future to the vagaries of 
the “invisible hand.” The real question here is how to keep official guidance of the  
indus trial sector limited, not totally  absent.

A final caveat on the possibilities of simulating Japan ese economic policies is the 
severe limitations on what the U.S. governm ent can do in pushing corporations to 
pursue increased export activities. Disincentives can be reduced and new incentives 
can be adapted. But the bond between indus try and government is not sufficient in 
this country  to allow Washington to convince many corporations th at  increased



exports are necessary for this  country’s long-term interests, or are even in thei r 
corporate interests.  Exporting  is a difficult task  that  is not critically  necessary for 
most U.S. companies. They have the unique benefit of selling to a two tri llion  dollar 
domestic marke t. Nothing shor t of self-aefeating controls on foreign direct invest
ment or restric tions on the  export of technology will force U.S. companies to rely 
solely on exports to service foreign markets. And nothing  short  of massive—and 
wholly unjustifiable fiscal bribes—will assure a broadly based incremental effort by 
the  U.S. industrial sector to expand exports. Lessened antagonism between the 
industria l sector and the federal government can help to promote exports, but only 
in the  long-run an d only on a limited basis.
III. Learni ng from. Ja pan

The ultim ate genius and driving force of Japan ese exports (as well as the  “new 
Jap ans ,” South Korea, Hong Kong, Taiwan, etc.) has been the private  sector. The 
government enunciates a clear  set of specific goals, initia tes incentives, and mini
mizes disincentives. It is therefore important for the United  States  to understand 
the  economic policies as well as the  business practices of Japan .

Before turn ing to my specific recommendations, I would like to suggest, as have 
others,  that  the single biggest difference between U.S. and Japa nese  trade policies is 
th at  we protect yesterda y’s industrie s, while Jap an  protects (and promotes) tomor
row’s industries. The package of official incentives and subsidies provided to the 
integ rated  circuit and computer  industr ies is a simple manifestation  of an indus trial 
policy dictum: that  Jap an is to develop these  two indus tries as world-class competi
tors. The refusal of the  government-owned Nippon Telephone and Telegraph Compa
ny to procure sophisticated telecommunications equipme nt (some $3 billion ann ual
ly) from non-Japanese sources is another  manifes tation of the  longstanding Jap a
nese policy of fostering targe ted infan t industries.  Except for the  high-technology 
indust ries that  have not yet fully blossomed, Japa nesse import restric tions are 
curr ently  quite modest. Improved U.S. export efforts and improved price competi
tiveness are at least as important for redressing  the  chronic U.S. trade deficit with 
Jap an  as is fur ther J apan ese import liberalization.

Japa nese  business practices and economic policies offer only limited possibilities, 
in my judgment, for absorption into the American system. In virtua lly every case, 
modifications are required, not simple replication. The following list repres ents my 
best assessment  as to what  practices we should import from Jap an and utilize for 
our own economic advancement.

A. Export policies.—1. U.S. exporting  companies like Japa nese  companies, should 
be allowed tax benefits for a stipula ted percentage of allowed costs of overseas 
market research and development. This provision is especially impo rtant  in light of 
the  American corporate  imperative of producing immedia te results. Japa nese  ex
penditures of cap ital and patience in cultiva ting foreign mark ets would be encour
aged by providing a fiscal offset to the  start -up and promotion costs inh erent in 
developing a successful overseas marke ting operation. In effect, a  limited portion of 
export, not domestic, sales would be given a tax shel ter by allowing a special 
deduction for overseas business expenses.

In a related  issue, the more strin gent tax trea tment  of earnings,  allowances,and 
bonuses paid to U.S. businessmen overseas has progressively reduced the foreign 
presence of American corporate personnel. The app aren t correlation between over
seas representativ es and foreign sales, together with the ir physical absence of these 
persons from U.S. terri tory , suggests th at  section 911 of the U.S. tax code should be 
changed to reduce the U.S. tax liabilities  of American  corporate personnel stationed  
abroad.

2. The U.S. tax code should also adopt the  Japa nese  practice of allowing a 
deductible reserve for foreign exchange losses on net long-term receivables. (To the 
exte nt U.S. exporters  are  paid in dollars, however, this provision would not apply.)

3. A furt her  restr uctu ring  of the U.S. trade policymaking organization is neces
sary to provide centralized cohesiveness and consistency to U.S. export policy. The 
recen t ‘ mini” U.S. reorganization th at  centralized tra ae  policy formulation  in the 
Office of the U.S. Trade Repre sentati ve and Trade  Program Administ ration in the 
Commerce Department should be viewed only as a “halfway house” move. Since 
1977 I have been advocating the  creation of a single cabinet-level organization to 
supervise our foreign trad e and internat iona l inves tment  programs and policy. This 
proposal does not remotely suggest a carbon-copy of MITI. Rather,  it seeks to 
redress a number  of administ rativ e anomalies, such as the appa rent  continued 
absence in the  Executive Branch  of a coherent, long-term export strate gy and a set 
of export  promotion activities whose cost-effectiveness and impact are still uncer
tain. In Japa n, as in the other industria l countries, the re is a  single, c lear director
ate for trade policy. The United States  needs such an entit y for devising an import 
as well as an export policy strategy.



4. We should also incorporate the Japanese  ability to differentiate  between the 
genuine elevation of an economic policy to a high priority position and merely 
paying lip-service to an objective. While the  whole fabric of Japanese business and 
government sentim ent is concentrated on export  results, this country resort s to 
rhetoric, task forces, and shallow export promotion programs.

5. The Congress should complete action on curre nt legislation to encourage the 
creation of export tradi ng companies, entities which should be of special assistance  
to small and medium-sized U.S. companies.

B. Inte rnal  economic policies.—1. A small piece of the  Japa nese  casualness  to
wards anti -trus t prosecution would be beneficial for U.S. economic policy. The 
Japane se (and others) must look on with awe and  amuse ment at  the  multimillion  
U.S. government effort to break up the IBM Corporation  as apparen t punishment 
for its  prolific new product innovation, price competitiveness, and its overall servic
ing and managem ent excellence. I believe that  the  economics of high technology 
industries, where U.S. comparative advanta ge lies, will inevitably create  co ncentrat
ed industries that  are dominated by a few g iant  companies, most of whom will be 
multinational.

Similarly, efforts to clarify and liberalize the  Webb-Pomerane Act should be 
pursued. The need for joint ventures and joint bidding between U.S. companies in 
securing large foreign export contracts is becoming an increasingly important fact 
of internationa l commercial life. I do not believe that  cooperation among competi
tors to secure large foreign orders will necessarily  stultify competition at home.

2. U.S. companies have become vaguely aw are of the  benefits of Japanese  m anage
ment practices. U.S. companies should learn  more about Japa n’s quality control 
procedures and enhanced production line morale, both of which are related to 
improved communications between the  assembly line workers and the ir supervisors. 
The U.S. government cannot force domestic companies to adopt Americanized ver
sions of these procedures, but it can stim ulate  the education process. A specific 
example of wha t can be done here is the  recen t assignm ent handed to the  General 
Accounting Office by the House Ways and Means Committee to study Japanese  
industr ial management styles in general, and their  specific utilizat ion in Japanese- 
owned manufac turing firms operating in the  U nited  States.

The process of informing U.S. industry about foreign business practices should be 
encouraged, both by official and private  research.

By way of digression, I would like to express the  hope that  the Executive Branch 
would pursue such useful a nd releva nt export-related studies, instead of leaving the 
burden of research about Japan on th e Congress.

3. The United States  Government should adopt a purely American  version of 
indicative economic planning in the mold of Japan and France. Although “plan
ning” tends to be a dirty word, I see no problem in having a joint  government- 
business-labor panel to prepare long-range analyses th at  would provide broad, unof
ficial direction to American economic growth, while elucidat ing problems and sug
gesting solutions. An effort to match future raw mate rial and labor availabilities 
and environmental  concerns with indus trial progress has been a useful venture  for 
many years in Ja pan.  The question of whethe r we use plannin g specifically to single 
out candidates for the “industries of th e fut ure ” is an extremely sensitive one tha t 
nonetheless should at least be carefully and fully contemplated.

4. The U.S. Government should do more to encourage savings, bu t in a completely 
different manner from the Japanese.  While th ey have no comparable social se curity 
system and pay large annua l or semiannual bonuses (which are largely put  in the 
bank) to workers, the  U.S. tax laws should do more to provide incentives for savings. 
Specifically, tax trea tme nt of in teres t and dividends received by individuals should 
be more the mold of the deductions currently  allowed for borrowing, i.e., interest 
payments. In other  words, our tax code should encourage savings, the building bloc 
of investment, as much as it encourages borrowing.

Japan’s indust rial resurgence can be partia lly explained by two statistics: first, its 
ratio of savings to disposable personal income runs  about four times as large as 
ours. Secondly, the  ratio of fixed capital formation to GNP is almost 70 percent 
grea ter than  ours.3

If enacted into law, the emphasis on supply-side economics in the cur ren t Con
gressional considerations of a tax reduction package should encourage new invest
ment and plant modernization. The potentia lly positive impact on exports of accel
erated  depreciation allowances and larger  inves tment  credits should nei ther  be 
ignored nor exaggerated.

3 Based on da ta in Int ern ational Economic Indicators , publ ished  by the U.S. Depar tment  of 
Commerce.
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5. The U.S. Government should adopt the Japanese  practice of not allowing its export financing bank to effectively run out of funds. The “cash-less” experience of the U.S. Export-Import Bank at the end of the current fiscal year  is hardly helpful to the U.S. export promotion effort, despite the controversy about Export-Import subsidies to foreign purchasers of U.S. goods.
6. The United States should follow Jap an’s lead in promoting an increased—not a decreased—share of research and development (R. & D.) expenditures as a percent

r  of GNP. The Japanese government  supports a smalle r percentage of total  domesticR. & D., but it is concentrated in the commercial sector. U.S. support for R. & D. should move more beyond the military and aerospace fields and more into goods involving commercial applications. Studies should be made of the probable cost- effectiveness of providing fiscal incentives to U.S. corporate R. & D. efforts. I am* personally not sufficiently well-informed to advocate outr ight  such tax incentives.
CONCLUSIONS

The lack of immediate proof tha t the U.S. inte rnat iona l competitive position is in a long-term decline is no reason for complacency. We will have to run fast to main tain the status quo. Foreign economic competition is increasing steadily, as is the pat tern  of overseas business-government cooperation. The important  thing  to note is tha t the beginning of th e process of economic revitalization in the United States  is clearly in evidence. The probable change in U.S. tax laws and the probable enactment  of export-related legislation (such as the export trad ing company bill) in 1981 exemplify this trend.
Many of the  recommendations that  I have made here today a re already in various stages of consideration on Capitol Hill. If you will excuse the cliches, there are no “quick fixes” and no panaceas, eith er for the  domestic economy or the export sector. We do appea r ready to take  steps in what I regard as the  right  direction. This hearing is representive of  growing Congressional pressures and legislative proposals to ge t moving in terms  of inducing greater  U.S. export dynamism. I hope that  both optimism and government  handouts to indust ry will be restrained. I also hope tha t the Executive Branch will become more of a positive driving force in pursuit of bett er domestic economic and export policies.
Finally, I would like to emphasize a major conclusion of the Ways and Means Committee’s U.S.-Japan Trade Task Force’s Report of 5 September , 1980: “We don’t need protectionism—we need to make our own economy bet ter. ” A more competitive U.S. export sector not only makes more sense than restri cting  imports, it will reflect a more efficient, faste r growing domestic economy. The characteristi cs of fierce competition and innovation among Japanese companies in an indus try afforded protection from imports is one of the grea test mysteries of the Japan system. I would not recommend the Japanese  policy of infant industry protection for the United States.
Mr. Bingham. We will h ear from Thomas M. Hout.

STATEMENT OF THOMAS M. HOUT, VICE PRE SIDENT , THE 
BOSTON CONSULTING GROUP, INC.

PERSPECTIVES ON DEC LIN ING  U.S . COM PETITIVENESS

Mr. Hout. I have a ra ther  b rief sta tement,  so I am going to read it.
t  The decline in U.S. competi tiveness  in manufac turin g trad e is

widely recognized, and its causes have been explored from a  variety  
of perspectives. From my own professional vantage point, which is 
based on atte ntio n to the  competitive process at the  industry and

#  firm level, I would like to make  th ree  ad ditional points.
Firs t, the  conceptual framework on which we have trad itionally  

relied to explain  and predict U.S. share of trade with our major 
par tne rs is inadequate. By majors, I refe r to Western Europe, Jap an,  and Canada.

The orthodox view has been that  converging wage rates , access 
to common technology, and flexible exchange rate s would largely  
balance man ufac turin g trade  flows among the  majors. They have 
not done so. The U.S. share of man ufac turin g trad e among the
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majors has declined sharply. Large portions of sophistica ted U.S. 
industr ies like steel, television, and watches have lost th e ability to 
compete.

All this happened despite a long-term deprecia tion of the dollar 
and, on balance, declining trade bar rier s abroad. This is merely to 
say we have to look beyond the macro data  and begin to look at 
what happens in individual industry firms which brings me to the 
second point.

Second, not all U.S. man ufac turin g is losing competitiveness. 
Many American producers continue to turn  back Japa nese  and 
European challenges and remain the  largest, most profitable, most 
feared internat iona l competitors.

These successful firms include Caterpillar , in construction equip
ment; Dow, in organic chemicals; Hewlet t-Packard and Tektronix, 
in test and measu remen t equipment; Boeing, in long-haul aircraft; 
Du Pont, in high-value chemicals; OMC, in outboard  mar ine en
gines; Briggs and Stra tton , in small gasoline engines, and many 
others.

What distinguishes these  companies? They have essen tially  b uilt 
and defended their competitive advantage inte rnation ally  by: (1) 
Rooting themselves in a relat ively  large and competitive U.S. do
mestic marke t; (2) investing  in product  design, process technology, 
production capacity and marketing networks at  least  as fast as 
their major foreign competitors; (3) adopting a long-term perspec
tive on the ir main businesses, eschewing financial gamesmanship; 
and (4) undertaking whatever debt is necessary to finance competi
tive worldwide growth.

These companies are  no d ifferent from less successful U.S. corpo
rations in those broad circumstances that  h ur t American ability to 
compete in terna tionally, high inflation, low saving ra tes, restric tive 
legislation and others widely discusssed.

Nor are  the  successful firms drawn  only from a par ticu lar type 
of industry.  Rather , they  a re found in highly diverse fields, ranging 
from high growth to low, from heavy industry to “high technol
ogy,” from considerable Government  R. & D. involvement to none, 
from high debt to no debt. These variables alone do not predict 
success or failure  in inte rna tion al competition.

In short, some firms do well despite broad economic conditions 
working agains t them. Their success does not seem to be tied to the 
charac teristics of the industries  in which they compete. These ob
servations may seem to argue th at  success hinges on the  strengths 
and strategies of individual companies.

But my third point is that  public policy can indirectly improve 
U.S. corporat ions’ ability  to compete internatio nally . The Japanese  
industria l policy experience is directly relev ant here.

POL ICY PR IORITIE S

One p riority  must be to control inflation. Inflation in the  United 
States  raises the real tax  rate on corporations; dries up long-term 
capital  markets ; biases management toward conservative shor t
term investments and away from aggressive, cost-reducing, long
term  commitments  whose payoff is deferred; and part icularly  pun
ishes the  typical low-debt American firm relative to a more lever
aged foreign competitor.
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A second and rela ted prior ity is to stim ula te saving and investment. This widely discussed issue needs no elabo ration from me.
A thi rd prior ity is to accelerate the  ma rke t mechanism or, put  differently, to avoid distort ing nat ura l inevi table  competitive evolution. For example, we should not contro l prices of energy when our inte rna tion al compet itors are  l ettin g t hei rs rise.
If we do, we essentially gua ran tee  th at  the ir industr ies will design more efficient autos, electric  motors, et cetera , before ours will. When our own energy prices inevitably  do rise, our producers will be disadvantaged in scale and experience.
Similarly , we should reexamine our an tit ru st  practices . Often two curr ent ly uncompetitive  inte rna tional  competitors, who will surely perish  on the ir own, might  be able to survive  if combined; yet  rigid enforcement  of the  an tit rust law would preclude a joint venture. Our guiding objectives should be to recognize where competit ion is going and to make it easier for the  U.S. corporation  to get there .
These themes, contro lling inflation, stim ula ting  saving and investment, and accelerat ing the  competitive ma rke t mechanism, are  the  real lessons of  the  Japanese experience. They cannot make the  United States more internatio nal ly competitive. Only the  firm can direct ly accomplish tha t. But they  can improve our collective performance.
Than k you.
Mr. Bingham. Thank you.
Mr. Saxonhouse?

STATEMENT OF GARY SAXONH OUS E, PROFESS OR OF 
ECONOMICS, UNIVER SITY  OF MICHIGAN

Mr. Saxonhouse. I will also try  to summ arize  my somewhat lengthy statement, and I tru st it will be incorporated in the  record.
Mr. Bingham. Without objection, your full sta tem ent  will appear in the  record.

MISLEADING TRADE INDEXES

Mr. Saxonhouse. Mr. Chairman, I am pleased th at  you have invited me to testify before you today on the  extremely imp ortant  matter s presently  being considered by your committee. The re is today a sense of crisis regarding  the  chara cte r of both Amer ican and Japa nese  part icipation in the  world economy and in each oth er’s economy.
The oil shocks ema nat ing from the  Middle Eas t have imposed a heavy and continuing burden of s tru ctu ral  adjustm ent on the  oilimpor ting advanced industrial ized economies. There is a common perception that the  burde n of thi s adjustment is being poorly managed by the American economy and well managed by the  Japa nese economy and th at  successful Japane se adjustm ent has come at  American expense.
I would like to explore this  perception with  you today in the  hope that  such exploration  migh t aid your  committee’s search for remedies  that  will ensure  th at  in the  future  as in the  past  American participa tion in the  global economy improves and stabilizes the  American standa rd of living.
The first  question th at  we have to ask is how do we prope rly make  such an assessm ent. This committee and other committees of
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the House have been told by economists that  the  bila tera l mer
chandise trad e imbalance is not of serious economic concern.

This committee  and othe r commit tees of the  House have also 
been told that regardless  of this  economic tru th , political  reali ty 
dictates that  a $9 billion trade imbalance between two par tners 
must be deemed intolerable .

I must  point out in this  connection that  economic tru ths change 
very rapidly, and I guess it is fai r to say that  political realit ies 
change still more rapidly, so much so t ha t cynicism is perhaps an 
occupational  hazard of both scholars  and politicians.

I cannot trul y assess th e importance of the  political impac t of the 
American merchandise trad e deficit with  J apa n, but  I can tell you 
that  looking a t that imbalance and  looking at more comprehensive 
accounts of J apanese and American transaction s with  each other 
and with the  rest  of the world economy will dive rt this  committee 
from a proper assessment of U.S.-Japanese relations, and the  U.S. 
competitive situation in the  world economy.

It is not simply that  t he bila tera l imbalance is t he wrong figures 
to look at,  but  it is also tru e th at  t he current account balance , the 
global current account balance , not simply the  current account 
with Jap an,  can also be a misleading index.

I th ink  this is a quite imp ortant  point. Continuing interest in our 
achieving some kind of balance is in large measure  an anachro
nism left over from the  old Bret ton Woods system which ended in 
the  ea rly 1970’s.

Part icipa tion in an adjus table  pegged exchange rat e system re
quired part icipa nts to seek long-run balance in the  sum of the ir 
global c urr ent and capi tal transact ions . Somehow th is old systemic 
imperative came to be applied  to current transaction s for any 
national part icipant in the  p rese nt managed floating exchange rate  
system.

In fact, for any given economy, depending on its investment and 
savings behavior, almost  any level of current accoun t surplus or 
deficit might be optimal  for itse lf and for the  world economy.

In the  short run  it may be that  movements  in the  level of 
cur ren t account  imbalance  or even movement in the  level of bi
late ral imbalance indicate disturbances which need to be stabilized, 
but the re is nothing necessary  about this  and movement in such 
balance may be poor indices of underlying  problems which need 
policy attent ion.

For example, if Congress were to perm it the  sale of Alaskan oil 
to Jap an  the  bila tera l trade balance would be substan tial ly re
duced. I support such a step because it is cheaper for the  Midwest
ern regions of the United States to rece ive oil from the  Middle East 
tha n from Alaska, but  not so for Japan;  b ut I do no t for a moment 
think that  such an oil swap would address  the  more serious issues 
in U.S.-Japanese economic relations, nor do I believe it would 
relieve the  political pressure th at  such issues be addressed.

It will be recalled th at  the  Kennedy adm inis trat ion pressured 
Jap an  to accept quantitativ e restr ictions on cotton text ile exports 
to the  United States  at a time  when the  United State s had a 
hea lthy  bi late ral trad e surplus with Japan.

Ra the r tha n worrying about the  presen t, large  bilate ral  U.S.- 
Jap an  imbalance , or  even the  prospect of an early re turn  to a  large
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Japa nese current account surplus, it is important to address  the  
more fundamental questions, such as:

1. Are the  Japanese engaging in unfair and possibly illegal 
export promotion practices? Is declining American competitiveness 
vis-a-vis J apan  in a broad range of indust ries the  resu lt of unscru
pulous Japa nese market ing tact ics and strategies?

2. Is the  degree of access to the  Japane se market of foreign 
goods, services, and assets  consistent with  the internatio nal  respon
sibilities  which an economy of J ap an ’s size and scope ought to be 
assuming?

Is the  decline in American competitiveness exaggerated by the  
failu re of the  Japanese to allow access to American industries 
which could effectively compete here?

3. Have financial author ities in Jap an  man ipulated  the  yen- 
dollar  exchange rat e to unfa irly promote Japane se exports and 
retard  foreign imports?

4. Are the  consequences of J apanese competi tion in the  Amer i
can market socially intolerab le for some industrie s or regions in 
either  th e s hort  run  or the  long run?

5. Does the  more rapidly-growing Japanese economy impose a 
burden of s tructu ral  adju stment on the  American economy which 
is faster and larg er than  th at  with which American inst itutions  
have previously coped?

Can Am erican inst itut ions legitimate ly follow Japan ese  examples 
and bet ter cope with  such changes than  has previously been the  
case?

It seems to me, Mr. Chairman, th at  these are  the  imp orta nt 
questions we ought to be addressing, not questions of why is the  
current account  surp lus of J apan  very large  or why the  bilate ral  
deficit of the United States with  Ja pan is very  small.

These complex questions have a common theme. Are Japanese 
actions serving to mainta in the  internatio nal  economic and fina n
cial system from which they  so grea tly benefit? Is Japanese compe
tition fair  and even if it is fa ir is it  unduly  dis ruptive?

These questions should be asked not only of Japa nese actions  but 
also of Am erican behavior. An a lleged American failure to compete 
can also be systemically destruc tive.

These questions are  very difficult to answer, and I would suggest 
they canno t be addressed except on an industry by industry  basis.

MOTOR CAR COMPETITION

In the remainder  of my prepared  statement, I discuss Japa nese 
and  American automobile competition, because it is this  prob1 n 
which is now most pertin ent to the  congressional agenda. Were 
ano ther indu stry  being discussed, perhaps my answers would be 
quite di fferent.

In reviewing, for example , the  firs t question with  reference to 
the  situa tion  of Ja pan ese  and American automobile competition, I 
find it difficult to see evidence of what the  Senator  from my home 
Sta te of Michigan called “dumping in spirit.”

At a time when Amer ican consumers are  paying premiums for 
Japanese automobiles,  th at  is premiums above l ist price, it is diffi
cul t to imagine  th at  any thin g like “dumping” is presently taking
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place. Or indeed th at  unfa ir or sharp marketing tactics, predatory 
pricing in this  indus try and the like are  prese ntly the  case.

If you tu rn  around  and look at  the  access of the  American  
automobile indu stry  to the  Japane se market, as you alre ady know, 
you will find th at  the re are  some bar riers to American competi
tion.

Nonethele ss, when you analyze  the  qua ntit ativ e significance  of 
these barrier s, you will clearly find th at  the ir significance  is rela
tively minor,  and the ir removal would not res ult  in man y more 
automobiles being imported  to J apa n.

I would go so far as to suggest, th at  provided th at  increased 
Mitsubishi Motors exports  come not enti rely  at  the  expense of 
other Jap ane se imports, more Jap ane se vehicles are  being  kept  out 
of the Untied States  through  Ameri can Government-imposed fuel 
economy fleet average stan dards which discr iminate aga inst  cap
tive imports tha n ther e are  Ameri can vehicles th at  have been kept 
out of Jap an  by Japa nese  Government-imposed barriers.

In my subm itted stateme nt, I conclude th at  whether Japa nese  
competit ion in automobiles is toler ably  fair. I know we should go 
on to the  questions th at  have been discussed to in some of the 
othe r testimonies. Is the re something in Japane se Government  
policy from which we can learn?  Is the re something in Japa nese  
corpora te behavior which we o ught  to emu late? Is the re something 
th at  needs to be incorporated, eit he r in our sta tutues  or in our 
man ager ial practices th at  is present ly be tter unders tood in Japan.

In con tras t to my colleagues on this  panel, I am quite skeptical  
of whe ther  the re is a gre at deal th at  we can lea rn from the 
Japa nese  situation. I am skeptical th at  the re are  lessons th at  can 
be readily  applied to the  American context, and I say th at  as 
someone who has lived in Japa n for many  years and has studied 
the  Ja pan ese  for m any years.

For example, I would observe th at  the  chief Governme nt aid to 
the  Japa nese automobile industr y today comes not  from the  unduly  
generous  depreciation allowances or special tax-free  reserve s gra nt
ed the industry by t he Japa nese Government, but more likely from 
Americ an Governm ent protec tion of the  Americ an steel indus try. 
To the ext ent  th at  this  American Government action prevents  the 
American automobile industry from securing  steel, a major indus
try  inpu t, at  the  lowest possible cost, the American indu stry  is 
hur t, and its grea t rival, the Japane se automobile  indu stry , which 
does not labor unde r this  handic ap, is aided.

Turning  from the ma tte r of gover nmen t aid to th at  of whe ther  
Japa nese  competition, regard less of whether it is fair  or not, has in 
some sense created  a socially intolerable situatio n with in the  
American economy which requires some kind of Americ an Govern
ment action, whether of a shor t-ter m or long-term charact er.

Your committee has alrea dy been told th at  the  situatio n in the 
Americ an automobile indu stry is not unprecedente d. It is perhaps 
not so very  different from the  situ atio n in 1974-75, in its impac t on 
the  production in the indu stry  and in its impact on employment .

The difference, this time and why we are  all here  today asking 
about  U.S.-Japanese competition,  of course, is th at  in 1979 and 
1980, as American  deman d for automobiles fell und er the  impact of
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the  recession, American imports of Japanese automobiles  increased 
ra ther  th an  decreased, as was the  case in 1974-75.

It is fair to say, however, that  if you look at the  situation, as 
indeed the  Ford Motor Co. does in its submission for i ts section 201 
petit ion to the  Inte rna tional  Trade Commission, you find th at  be
tween 1976 a nd 1980 American produc tion of automobiles and light  
trucks fell by near ly 3 million units.

During this same period, imports rose by 1.2 million units . Re
gardless of wha t you may have hea rd abou t multipliers , imports 
cannot accoun t for the  major ity of the  ind ust ry’s current decline.

It is well understood wha t the  present  problems of the  American 
automobile industry are. The American public is demanding  small 
cars and the  American industry is not pres ently in a position to 
provide those small cars, and unt il this  conversion takes place, we 
find that  American industry will be facing some very har d times.

AUTO RELIABILITY

I wan t to look at  the  question of why Japa n was able to meet  
this  change in consumer demand and  why the  American industry 
was not. With  the  usual hyperbole th at  is characteris tic of such 
discussion, it is often said, well, the  Japane se automobile indu stry  
was farsighted, visionary , and the  American automobile industry 
buried its head  in  the ground l ike a n ostrich.

I think  this  is quite unfa ir. As many  of you know, the  Japanese 
automobile industry has  always produced small  cars. The Amer i
can automobile industry has always produced large cars.

American consumers’ tast es for small cars changed quite sudden
ly and quite dram atically  and the  Japane se indu stry  got an enor
mous windfall gain.

I think  we should und ers tand that  if you look at Japanese auto 
mobile decisionmaking over the  perspect ive of the  last  10 years,  I 
think  we can find th at  the  industry has made bad decisions also, 
decisions th at  were equal ly as shortsigh ted as recent American 
decisions.

I give you the  one example in my subm itted  statement. Remem
ber  the  Wankel? This was the  highly energy-inefficient engine 
which the  Jap ane se automobile indu stry  introduced only after the 
1971 Teheran  Conference.

You may recal l it was th at  conference  where OPEC firs t flexed 
its muscle. A visionary Japane se man agemen t might have been 
concerned abou t the future  of the  pr ice of gasoline, or a t leas t more 
than  i t was, and  not introduced this  new engine.

The makers of Mazda, the  people who were in top managem ent 
at  t ha t time, paid for th at  decision with  t he ir jobs and that  compa
ny paid for its decision to go w ith the  Wankel with the  loss of i ts 
independence.

As you probably know, Ford Motor Co. owns 25 percent of Toyo 
Kogyo, Mazda’s m anufacturer.

While the  Japa nese man agers have not been especially visionary 
on the  futu re of energy,  I think  they  have done a bet ter  job in 
assaying the  futu re of labor and the  futu re of labor  costs.

Japa nese industry correctly perceived th at  the  rapidly  increas ing 
costs of labor in the  Amer ican ma rke t would crea te a situa tion

7 1 -0 2 8  0 - 8 1 - 1 7
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where the rep air  of complex products would be extre mely  costly 
and inconvenient.

Japa nese  managers invested considerable resources in insuring  
product  reliab ility. Contrary  to popu lar impression, however, the re 
is no special linkag e between  produ ct quality and labor quality.  
Japa nese  produc ts are not of high reliab ility, because Japane se 
workers  express  filial feelings about  with the  companies for which 
they  work.

Japa nese produc ts are  reliab le because this  was an explic it ele
men t in Ja pa n’s product  strate gy. Jap an  achieved relia bility by 
spending more resources on this objective at  t he expense, for exam 
ple, of designing cars which were as safe as typica l American 
models.

Regardless of wha t one may thi nk  about the  motiv ation  of the  
American  automo bile workers , only the  decision to spend the  nec
essary  money prevents the  produc tion of more relia ble American- 
made automobiles, and perhaps the  decision to spend thi s money 
has now been taken in rece nt months in this  co untry.

I should say also in all fairn ess to the  Ameri can automobi le 
indust ry, improving product relia bility is a labor- intensive step. 
When these  strate gic decisions on produ ct cha racteris tics  were 
made, Japa n had much, much more labor  rela tive  to its competi
tors. Product quali ty could be improved at  less cost in Japa n tha n 
in the  U nited  States.

It must also be remem bered th at  Japa n has  not always been 
associated with  high-qu ality products.  In an ear lier  era,  Jap an 
innovated in the  creat ion of low-cost, shoddy products which could 
be successfully exported  to low-mainte nance-cost  foreign markets. 
Similarly, it must be remem bered  th at  in the  pas t Jap an  has buil t 
world-class industries with  a labor force th at  exhibi ted both ex
tremely high turn ove r and extre mely  high  absen tee rates.

SHORT-TER M PROBLEM

In the same way th at  the  qua lity of Japane se man agemen t and 
labor posed no tru ly special long-term  barri er to successful Ameri
can competition, this  committee should also be wary of suggestions 
th at  the very pattern of organiz ation of a nd practic es in the  Jap a
nese economy pose special long-term  problems for American com
petitive  streng th which requ ire eit he r emulation  or oth er unique 
responses.

For example, despite the  gre at success of Japan ese  indu stry,  the 
role of Jap ane se indu strial policy in this  success remains  highly 
controversial.

Much of the  help given the  Jap ane se automobile industr y may 
simply have  compensated for aid ind ust rial  policy was giving its 
potential competitors. In common with  the  priv ate sector, Ja pa n’s 
Minis try of In tern atio nal  T rade  and Ind ustr y has  no spec ial cont ra
ceptive aga inst  serious error. In the  mid-1950’s, MITI, noting the 
success of Volkswagen, encouraged the  Jap ane se to develop follow
ing a sim ilar strateg y. The industry demu rred,  rejecte d thi s device 
and found success following Alfred Sloan ’s and not Adolph Hitle r’s 
mar ket ing  s trategies.
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In the  late  1960’s, again noting the  great stre ngth of Nissan’s 
and Toyota’s domestic marketing systems, MITI discouraged Honda 
from ge tting  into the  automobile business.

While MITI’s assessment that  a late-comer would have great 
difficulty breaking  into a domestic marke t was correct, and this  is 
a point which should not be lost on those expecting  large  futu re 
automobile imports for Jap an,  it did not foresee that  Honda  could 
successfully develop with a prim ary emphasis on overseas markets.

These are  only two, Mr. Chairman,  o f many examples  t ha t might 
be chosen. A Japanese-s tyle government-business industr ial policy 
will not insu re the  automobile industry,  or any other industry,  
against the  kind of strategic  error which has presently  laid the  
automobile industry low.

There are  reasons  for government-business cooperation  in sec
tora l planning  which I alluded to in  my testimony.

These reasons have to do with  o ther distinc tive characte ristics in 
the  Japanese economy. In some measu re, it is some compensation 
for other distinc tive characte ristics of the  Japanese economy, but  
not necessarily something that  provides Japa n with  a compet itive 
edge th at  we canno t match.

I think, simila rly, we should be wary  of assuming th at  practices 
of heavy borrowing from banks  gives Japanese firms unique advan
tages. It is t rue the  debt equity  ratios  in Japan are  extrem ely high. 
It is also tru e th at  the  rat e of bankrup tcy in Jap an  is extremely  
high. Debt equities in Japa n are  six to eight  times wha t th ey are  in  
the  U nited  States.  Bankrup tcy rate s are  a lso five to six times w hat 
they  a re in this  country,  and it is no t only small companies  t ha t go 
bankrup t.

The Japane se firms are  heavy risk  take rs, but  they  a lso b ear the  
consequences of those risks. Jap an  has had at leas t two very close 
to $1 billion bankruptc ies. There is no safety  n et provided in gener
al for Jap anese corporations.

JAPA NESE  BANKING  AND  TRADING COMPANY

You may have hea rd in the  course of testim ony a discussion 
about  Ja pa n’s unique  banking  and trad ing  company-dominated in
dus tria l groups.

Before assuming th at  this gives Japa n any  special advan tage,  I 
would advise you to look quite closely at  Japanese accounting 
practices.

The Japanese Government, unt il very recent ly, did not require 
that  J apanese firms prepare  a consolidated  balance sheet for the ir 
shareholders. It also did not require the  Japanese paren t compa
nies and subsid iaries  adopt  a common sett lement  date. Both these  
factors  created a t remendous incent ive for Japan ese  corporations to 
work with lots of join t ventures,  ret ain  large minority holdings in 
subsidia ries, operate real ly with a very, very diffe rent kind of 
corporate struct ure  in order to retain  financial flexibility. There is 
no reason  to believe th at  the  corporate and  indu strial stru ctu re 
which has emerged from these accounting practices, in and of 
itself, gives Japan some special advantage. Many agencies within 
the  Japanese Gove rnment are  committed to ending these abuses 
which may hu rt business a t least  as much as it helps it.
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When your committee and othe r committees in the House come 
to fashion remedies for cur ren t problems that the  United  States  
faces, I hope you will carefully  a tten d to the  fact that  w hat we are  facing now is in large measure a recurre nt, but short- term problem 
in United States -Japanese economic relations.

There are long-term consequences, to be sure, but most of the 
problems we face now and which are  giving us polit ical concern are 
problems which are largely short term.  **Therefore we should be careful not to make adjustments in our economy which will be long t erm  in charac ter.

For example, I view with  some concern the  possible tieup of Ford 
and Toyota in a joint ven ture  to produce a small car. You may 
recall that  this possible tieup  was announced when President  
Car ter arrived in Tokyo for Prime M iniste r O hira ’s funeral.

It seems to me such a t ieup  will not benefit  th e American worker 
in the  short  run, but maybe runs  the  risk of being of considerable 
longer term  disadvantage to the  American consumer. This possible 
tieup is a ma tter of considerable concern which should be carefully 
studied.

Similarly, if we accept problems that  the automobile  indus try 
and other indus tries face as primarily  shor t term, we should also be concerned about fashioniong short -term remedies which are cost 
effective.

The automobile industry in this count ry is perhaps ha lf G eneral 
Motors. In dealing with short -term remedies for the  automobile 
industry, we should be careful that  we not direct at least  hal f of the  potential aid that we are  giving to a company which spends 
thre e times as much as the  Toyota Motor Co. spends on research 
and development, and which produces something on the  order  of 
thre e times what  the  la rges t Japanese firm produces.

If segments of the industry  need help, the  a id provided should be specially ta rgeted.
Thank you.
[Mr. Saxonhouse’s prepared stat ement  follows:]
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Prepared Stateme nt of Gary R. Saxonh ous e, P rofessor of Economics, 
University of Mich iga n

I. ^INTRODUCTION

Messrs. Chairmen, I am pleased that you have invited me 
to testify before you today on the extremely important matters 

presently being considered by your Committee. There is today 
a sense of crisis regarding the character of both American and

/-s Japanese participation in the world economy and in each other’s
economy. The oil shocks emanating from the Middle East have 
imposed a heavy and continuing burden of structrual adjustment 
on the oil-importing advanced industrialized economies. There 
is a common perception that the burden of this adjustment is 
being poorly managed by the American economy and well managed 

by the Japanese economy and that successful Japanese adjustment 
has come at American expense. I would like to explore this 
perception with you today in the hope that such exploration might 

aid your Committee's search for remedies which will insure that 
in the future as in the past, American participation in the 
global economy improves and stabilizes the American standard 
of living.

II. JwHAT IS THE APPROPRIATE BALANCE?_

First, how is the character of American and Japanese 
participation in the world economy and in each other's 
economy properly assessed? This Committee and other 
committees of the House have been told by economists that 
the bilateral merchandise trade imbalance is not of serious

* economic concern. This Committee and other committees of the

House have also been told that regardless of this economic



truth, political reality dictates that a $9 billion trade 
imbalance between two partners must be deemed intolerable.

What is economic truth changes rapidly, and what is 
political reality changes still more rapidly, so much so that 
cynicism is an occupational hazard of both scholars and 
politicians. I cannot assess the political impact of American 
merchandise trade deficit with Japan, but I can tell you that 
looking at this account or still more comprehensive accounts of 
Japanese and American transactions with each other and with 
the rest of the world economy will divert this Committee from 
a proper assessment of U.S.-Japan economic relations and the U.S. 
competitive situation in the world economy.

U.S.-Japan bilateral merchandise balance, U.S.-Japan bilateral 
current account or even U.S. global current account balance and 
Japanese global account balance are not goals which have the 
fundamental status of low unemployment and rapid improvement in 
the national standard of living. None of these balances, not 
even the current account balance, are necessarily goals at all. 
Continuing interest in achieving any balance is in some • 
measure an anachronism left over from the old Bretton Woods 
system which ended in the early 1970’s. Participation in an 
adjustable pegged exchange rate system, required participants 
to seek long-run balance in the sum of their global current and 
capital transactions. Somehow this old systemic imperative 
came to be applied to current transactions for any national 
participant in the present managed floating exchange rate system.
In fact, for any given economy, depending on its investment and
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savings behavior, almost any level of current account surplus 
or deficit might be optimal for itself and for the world economy 

In the short run it may be that movements in the level of 
current account imbalance or even movement in the level of 
bilateral imbalance indicate disturbances which need to be 
stabilized but there is nothing necessary about this and 
movements in such balance may be poor indices of underlying 
problems which need policy attention. For example, if Congress 
were to permit the sale of Alaskan Oil to Japan the bilateral 
trade imbalance would be substantially reduced. I support such 
a step because it is cheaper for the Midwestern regions of the 
United States to receive oil from the Middle East than from 
Alaska, but not so for Japan; but I do not for a moment think 
that such an oil swap would address the more serious issues 
in U.S.-Japanese economic relations, nor do I believe it would 
relieve the political pressure that such issues be addressed.
It will be recalled that the Kennedy Administration pressured 
Japan to accept quantitative restrictions on cotton textile 
exports to the United States at a time when the United States 
had a healthy bilateral trade surplus with Japan.

Rather than worrying about the present, large bilateral 
U.S.-Japan imbalance or even the prospect of an early return 
to a large Japanese current account surplus it is important to 
address more fundamental questions such as:

1. Have there been wide swings in Japanese macro-economic 
targets and in the manner of instruments used to pursue these 
targets such that Japanese macro-economic management has been a
source of instability for the world economy?
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2. Are the Japanese engaging in unfair and possibly 
illegal export promotion practices? Is declining American 
competitiveness vis-a-vis Japan in a broad range of industries 
the result of unscrupulous Japanese marketing tactics and 
strategies?

3. Is the degree of access to the Japanese market for 
foreign goods, services, and assets consistent with the inter- 
national responsibilities which an economy of Japan's size and 
scope ought to be assuming? Is the decline in American 
competitiveness exaggerated by the failure of the Japanese to 
allow access to American industries which could effectively 
compete there? Has the failure of the Japanese government
to achieve full capital liberalization and to create the range 
of financial instruments which will facilitate still greater 
international status and use for the yen contributed to 
instability in the yen-dollar relationship?

4. Have financial authorities in Japan manipulated the 
yen-dollar‘exchange rate to unfairly promote Japanese 
exports and retard foreign imports?

5. Are the consequences of Japanese competition in the 
American market socially intolerable for some industries or 
regions in either the short run or the long run? Does the more 
rapidly-growing Japanese economy impose a burden of structural 
adjustment on the American economy which is faster and larger 
than that with which American institutions have previously coped?
Can American institutions legitimately follow Japanese examples
and better cope with such changes than has previously been the *
case?
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T hes e co m p le x  q u e s t i o n s  h a v e  a common th em e . A re  J a p a n e s e  

a c t i o n s  s e r v i n g  t o  m a in ta in  th e  i n t e r n a t i o n a l  eco n o m ic  an d 

f i n a n c i a l  sy s te m  fr om  w hic h  th e y  so  g r e a t l y  b e n e f i t ?  I s  J a p a n e s e  

c o m p e t it io n  f a i r  and  e v en  i f  i t  i s  f a i r ,  i s  i t  u n d u ly  d i s r u p t i v e ?  

T hese  q u e s t io n s  s h o u ld  be  a sk e d  n o t  o n ly  o f  J a p a n e s e  a c t i o n s  b u t  

a l s o  o f  A m eri can  b e h a v io u r .  An a l l e g e d  A m eri can  f a i l u r e  t o  

com pet e and  a l l e g e d  w id e  sw in g s  i n  A m eri can  m o n e ta ry  an d  f i s c a l  

p o l ic y  can  a l s o  be  s y s t e m ic a l l y  d e s t r u c t i v e .

Th e q u e s t i o n s  j u s t  r a i s e d ,  o f  n e c e s s i t y ,  a r e  d i f f i c u l t  

o n es  t o  a n s w e r , an d  am ong th em  th e  im p o r ta n t  b e h a v io u r  and  s o c i a l  

im p a c t q u e s t i o n s  c a n n o t  be  a n sw e re d  u n ifo rm ly  b u t  m o st be 

a d d r e s s e d  on  an  i n d u s t r y - b y - i n d u s t r y  b a s i s .  I n  th e  r e m a in d e r  

o f  my te s ti m o n y  I  w i l l  be  d i s c u s s i n g  th e s e  i s s u e s  in  t h e  c o n te x t  

o f  J a p a n e s e  and  A m eri can  a u to m o b il e  c o m p e t i t io n  b e c a u s e  i t  i s  

t h i s  p ro b le m  w h ic h  i s  now m ost  p e r t i n e n t  t o  th e  C o n g r e s s io n a l  

a g e n d a . Were  I a d d r e s s i n g  th e  c h a r a c t e r  o f  c o m p e t i t io n  an d 

s o c i a l  im p a c t i n  a n o th e r  i n d u s t r y  my a n sw e rs  m ig h t be  q u i t e  

d i f f e r e n t ,

I I I . ’ ( COMPETITION IN AUTOMOBILES

At  a ti m e  whe n A m eri can  co n su m ers  c o n t in u e  t o  pay  per m iu m s 

o v e r  an d ab o v e  l i s t  p r i c e  f o r  J a p a n e s e  a u to m o b il e  im p o r ts  an d 

w h il e  w a i t i n g  l i s t s  f o r  su c h  a u to m o b i le s  re m a in  com mon, i t  i s  

d i f f i c u l t  t o  a rg u e  t h a t  J a p a n e s e  a u to m o b il e  m ak ers  a r e  e n g a g in g  

i n  u n f a i r  m a r k e t in g  t a c t i c s  o r  t h a t  t h i s  i s  a n o th e r  c a s e  o f  

J a p a n e se  p r e d a t o r y  p r i c i n g .  T h e re  i s  l i t t l e  m e r i t  to  th e  

a l l e g a t i o n  o f  a S e n a to r  fr om  my hom e s t a t e  o f  M ic h ig an  t h a t



260
the Japanese automobile manufacturers are "dumping in spirit".
At the present time, if anything, the Japanese automobile 
industry is unfairly failing to ship all the automobiles that 
it otherwise might.

If the Japanese are not unfairly competing in the American 
market, are they however not allowing reciprocal rights of 
access to American manufacturers in the Japanese automobile 
market? This Committee is aware, no doubt, that Japan maintains 
a commodity tax on automobiles which varies directly with engine 
size and therefore discriminates against those automobiles for 
which American manufacturers have the greatest experience and 
know-how. This Committee is also aware that time-consuming 
automobile import procedures and perhaps idiosyncratic vehicle 
standards have added significantly to the costs of imported 
vehicles in Japan. While the maintenance of these barriers by 
the Japanese is certainly not capricious, and their removal 
would result in more automobiles being imported into Japan, the 
numbers of vehicles being kept out by these barriers is small.

Indeed, if it is assumed that increased Mitsubishi Motors 
exports would come not entirely at the expense of other 
Japanese imports, then it is fair to say that more Japanese 
vehicles have been kept out of the United States through American 
government-imposed fuel economy fleet average standards which 
discriminate against captive imports than have been kept out of 
Japan by Japanese government-imposed barriers.

It has been argued by some that while access to the Japanese 
automobile market is largely free from formal barriers now that 
Japan is internationally competitive, this was not true when
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Ja p a n  was  n o t  i n t e r n a t i o n a l l y  c o m p e t i t i v e .  I t  f o l l o w s ,  som e 

w ould  s a y ,  t h a t  s i n c e  th e  A m eri can  a u to m o b il e  i n d u s t r y  i s  n o t  

now i n t e r n a t i o n a l l y  c o m p e t i t i v e ,  s i m i l a r  p r o t e c t i o n  i s  i n  o r d e r .  

T h ere  i s  no  q u e s t i o n  t h a t  wh en  t h e  J a p a n e s e  i n d u s t r y  w as  i n  i t s  

i n f a n c y ,  p r o t e c t i o n  fr om  f o r e i g n  c o m p e t i t io n  and  g o v e rn m e n t a id  

w ere  o f  c o n s id e r a b le  b e n e f i t .  In  n o t  e n t i r e l y  th e  same w ay , a 

mo re m a tu re  A m eri can  a u to m o b i le  i n d u s t r y  b e n e f i t t e d  g r e a t l y  

a f t e r  th e  Sec ond W orld War fr om  th e  c o n s t r u c t i o n  o f  th e  

I n t e r s t a t e  Hig hw ay  S yst em  and  th e  r e g u l a to r y  h a m s t r in g in g  o f  

p o t e n t i a l l y  c o m p e t i t i v e  mod es  o f  t r a n s p o r t .  In  J a p a n ,  th e  

g o v e rn m en t e n e r g e t i c a l l y  p ro m o te d  mod es  o f  t r a n s p o r t  w h ic h  

com pete d  a g a i n s t  th e  a u to m o b i le . J a p a n e s e  g o v e rn m en t a id  t o  

th e  a u to m o b il e  i n d u s t r y  may w e l l  h av e  s im p ly  c o u n te r v a i l e d  th e  

a id  g iv e n  t o  t h i s  i n d u s t r y 's  c o m p e t i t o r s .

In  t o d a y 's  w o rld  i t  sh o u ld  be  n o te d  t h a t  th e  c h i e f  

g o v e rn m en t a id  t o  th e  J a p a n e s e  a u to m o b il e  i n d u s t r y  m ig h t com e 

n o t  fr om  u n d u ly  g e n e ro u s  d e p r e c i a t i o n  a ll o w a n c e s  o r  s p e c i a l  

t a x - f r e e  r e s e r v e s  g r a n te d  by  th e  J a p a n e s e  b u t  r a t h e r  fr om  

A m eri can  g o v e rn m e n t p r o t e c t i o n  o f  th e  A m eri can  s t e e l  i n d u s t r y .

To th e  e x t e n t  t h a t  t h i s  p r o t e c t i o n  p r e v e n t s  th e  A m eri can  

a u to m o b il e  i n d u s t r y  fr o m  s e c u r in g  s t e e l ,  a m a jo r i n d u s t r y  im p o r t ,  

a t  th e  lo w e s t  p o s s i b l e  c o s t ,  th e  A m eri can  i n d u s t r y  i s  h u r t ,  an d 

i t s  g r e a t  r i v a l ,  t h e  J a p a n e s e  a u to m o b il e  i n d u s t r y ,  i s  a id e d .

IV . ,THE COSTS OF AUTOMOBILE COMPETITION

What  k in d s  o f  c o s t s  h a s  J a p a n e s e  a u to m o ti v e  c o m p e t i t i o n ,

w h e th e r  f a i r  o r  u n f a i r ,  im posed  on  th e  A m eri can  ec on om y?
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Conditions in the AMcrican automobile industry are difficult
but not unprecedentedly so. The recession in 1974-75 was at
least as severe as the present situation. In 1974-75, the
American government did not fashion special remedies to help
the distressed automobile industry but rather relied on general
macro-economic instruments to improve conditions in this cycle-
prone industry. In the current dreadful sitation we must exhibit *>
a similar capacity to distinguish between what is permanent and
what is transitory. Import competition is an important part of
the problem facing the American automobile industry but it is
probably not the industry’s most important problem. As Ford
Motor Company's Section 201 Petition to the International Trade
Commission notes, between 1976 and 1980 imports of cars and
light trucks increased by a projected 1.2 million and production
fell by a projected nearly 3 million units. Regardless of what
you may have heard about multipliers, imports cannot account for
the majority of the industry's current decline.

Even if import competition is not regarded as the primary 
cause of the present decline of American automobile industry 
production, the cyclical recovery of the American economy will 
by itself not fully restore this industry to past levels of 
production. As this Committee knows very well, the 1980 
automobile industry decline is different from the 1974-75 collapse.
In 1974-75 imports declined in proportion with domestic American
production. By contrast, in 1979 and 1980 their shares
increased dramatically. The Iranian Revolution oil price shock
resulted in a profound shift in American preferences toward small *
cars. American industry presently does not have the production
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c a p a c i ty  and  th e  te c h n o lo g y  t o  m ee t t h i s  de man d an d th u s  J a p a n e s e  

im p o r ts  i n c r e a s e .

T h is  o b s e r v a t i o n  m ig h t s u g g e s t  t h a t  im p o r t  c o m p e t i t io n  

w i l l  re m a in  s e v e r e  o n ly  so  lo n g  a s  i t  t a k e s  th e  A m eri can  a u to -  

o b i l e  i n d u s t r y  to  c o n v e r t  t o  s m a ll  c a r  p r o d u c t io n ,  and  t h a t  

re m e d ie s  ta k e n  now s h o u ld  e x p l i c i t l y  r e c o g n iz e  th e  t r a n s i t o r y  

c h a r a c t e r  o f  th e  p r e s e n t  p ro b le m . Many a n a l y s t s  b e l i e v e ,  h o w e v e r,  

t h a t  co n su m er l o y a l t i e s  o n ce  l o s t  a r e  n o t  e a s i l y  r e c a p tu r e d .

T h ere  i s  mu ch m e r i t  i n  t h i s  o b s e r v a t i o n  b u t  i t s  q u a n t i t a t i v e  

im p a c t i s  e a s i l y  o v e r e s t i m a t e d .  I f  in  19 80  tw e n ty - f i v e  p e r c e n t  

o f  new a u to m o b i le  r e g i s t r a t i o n s  a r e  im p o r t s ,  t h i s  d o e s  n o t  mean 

t h a t  tw e n ty - f i v e  p e r c e n t  o f  th e  r e p la c e m e n t  de man d in  19 81  w i l l  

be  fr om  im p o r t- o w n in g  c o n su m e rs . Im p o r ts  s h a r e  in  th e  t o t a l  

s to c k  o f  e x i s t i n g  a u to m o b i le  r e g i s t r a t i o n s  i s  much lo w e r an d in  

t h a t  se g m en t o f  th e  s to c k  m ost  p e r t i n e n t ,  th e  s h a r e  i s  lo w e r  s t i l l

T h is  s u g g e s t s  t h a t  i f  c o n v e r s io n  i s  s u b s t a n t i a l l y  c o m p le te d  

by  1982  o r  1983 , a tw e n ty - f i v e  p e r c e n t  s h a r e  o f  th e  A m eri can  

m ark e t w i l l  n o t  h a v e  b e en  c o n ced ed  t o  im p o r ts  s im p ly  th ro u g h  

c o n t in u in g  b ra n d  l o y a l t y .  Th e r e a l  q u e s t io n  b e f o r e  u s  b eco m es: 

can  t h i s  c o n v e r s io n  be  s u c c e s s f u l l y  a c c o m p li sh e d  an d t h e r e a f t e r  

c an  th e  A m eri can  i n d u s t r y  com pete  w i th  th e  J a p a n e s e  i n  w ha t 

h i s t o r i c a l l y  h a s  b e en  t h e i r  se gm en t o f  th e  m a rk e t?

V. 1JAPANESE AND AMERICAN ABIL ITY TO COMPETE.

A. J a p a n e s e  M an ag em en t

T h a t t h i s  q u e s t i o n  i s  b e in g  a sk e d  a t  a l l  i s  i n  som e m easu re  

e x t r a o r d i n a r y .  A u to m o b il e  m a n u f a c tu r e r s  a r e  among  th e  v e ry  

l a r g e s t  A m eri can  f i r m s .  The y h ave  lo n g  b een  c o n s id e r e d  m o d els
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of good management with traditions of careful executive 
recruitment and training. Do the Japanese really have some 
talent which is lacking in our own systme?

If the availability of small car technology and capacity 
in 1979 and 1980 is the prime cause of current Japanese success, 
it is difficult to attribute this success to visionary leader
ship skillfully exploiting Japan-distinctive consensual decision
making. Japan has historically concentrated on small cars
and the United States has concentrated on large cars. Japan 
has been a windfall beneficiary of the sharp change in consumer 
preference. Indeed, in 1978, following four years of declining 
real gasoline prices, Japanese manufacturers were contemplating 
the introduction, for export markets, of larger rather than 
smaller vehicles. Examples of the lack of special Japanese 
vision in the area of energy scarcity and price go back still 
further. It was only after the Teheran Conference in 1971 at 
which a newly militant OPEC flexed its muscles that Toyo Kogvo, 
the maker of Mazda, introduced the supremely energy-inefficient 
Wankel engine. Remember the Wankel? Toyo Kogyo's experience 
with the Wankel cost its top management their jobs and the 
company its independence. Yet another bad managerial decision 
was the Mitsubishi Motors tie-up with Chrysler, which has already 
been mentioned. Like their American counterparts, Japanese 
automobile executives are well-motivated and highly capable, 
and like their American counterparts, they are quite capable of 
making major errors.
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B. Japanese Labor and Product Quality
Japanese managers have been much less visionaries on the 

future of energy than on the future of labor. Correctly 
perceiving that the rapidly increasing cost of labor in the 
American market would create a situation where the repair of 
complex products would be extremely costly and inconvenient, 
Japanese invested considerable resources in insuring product 
reliability. Contrary to popular impression there is no special 
linkage between product quality and labor quality. Jaoanese 
products are not of high reliability because Japanese workers 
express filial feelings about the companies for which they work. 
Japanese automobiles are reliable because this was an explicit 
element in Japan's product strategy. Japan achieved reliability 
by spending more resources on this objective at the expense of 
designing cars which were as safe as typical American models. 
Regardless of what one may think of the motivation of the 
American automobile worker, only the decision to spend the 
necessary money prevents the production of reliable American 
automobiles. Perhaps this decision has been taken in recent
months.

In all fairness, however, it should be understood that 
improving product reliability is a labor-intensive step. When 
these strategic decisions on product characteristics were made 
Japan had abundant labor resources relative to its competitors. 
Product quality could be improved at less cost in Japan than in 
the U.S. It will also be remembered that Japan has not always 
been associated with high quality products. In an earlier era
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Japan innovated in the creation of low-cost, shoddy products 
which could be successfully exported to low maintenance cost 
foreign markets. Similarly, it may be remembered that in the 
past Japan has built world class industries with a labor force 
that exhibited both extremely high turnover and extremely high
absentee rates.

C. Japanese Industrial Policy
In the same way that the quality of Japanese management and 

labor pose no truly special long-term barrier to successful 
American competition, this Committee should also be wary of the 
suggestions that the very pattern of organization of, and 
practices in, the Japanese economy pose special long-term 
problems for American competitive strength which require either 
emulation or other unique responses. Despite the great success 
of Japanese industry, the role of Japanese industrial policy in 
this success remains controversial. Much of the help given the 
Japanese automobile industry may simply have compensated for aid 
industrial policy was giving its potential domestic competitors.
In common with the private sector, Japan's Ministry of Internation
al Trade and Industry has no special contraceptive against serious 
error. In the mid-1950's MITI, noting the success of Volkswagen, 
encouraged the Japanese automobile industry to develop following 
a similar strategy. The industry demurred and found success 
following Alfred Sloan’s and not Adolph Hitler's marketing 
strategies. Again in the late 1960's, MITI, noting the great 
strength of Nissan’s and Toyota's marketing domestic distribution, 
discouraged Honda from getting into the automobile business.
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While MITI’s assessment that a latecomer would have great diffi
culty breaking into the domestic market was correct, a point 
which should not be lost on those expecting large future automobile 
imports for Japan, it did not foresee that Honda could successfully«
develop with a primary emphasis on overseas markets.

These are only two examples which might be chosen. A 
A  Japanese-style government-business industrial policy will not

insure an industry against the kind of strategic error which has 
presently laid the automobile industry low. Government-business 
cooperation in sectoral planning was probably most important not 
so much in channeling resources from one industry to another as 
in developing a common outlook and in rapidly and successfully 
diffusing information among all major actors in an industry.
This institution has been particularly necessary because of 
other special features of the Japanese economy. Whatever positive 
benefits the Japanese practice of permanent employment might have 
it does create walls through which potentially useful information 
will not flow. Sectoral planning breaks down this process. It 
is not clear that this particular information is one the American 
economy faces.

D. Japanese Industrial Groups
Similarly this Committee and other committees of the House 

have heard much about Japan's heavily leveraged bank-dominated, 
trading company-dominated industrial groups and the special 
competitive problems they may pose for American industry. Again, 
these institutions should not be viewed apart from the special 
Japanese considerations which created them. Until very recently

71-028 0 - 8 1 - 1 8
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J a p a n , u n l ik e  th e  U n it e d  S t a t e s ,  h a s  n o t  r e q u i r e d  m ost  o f  i t s  

m a jo r c o r p o r a t i o n s  t o  p r e p a r e  f o r  t h e i r  s t o c k h o ld e r s ' in co m e 

an d e x p e n d i tu r e  s t a te m e n t s  w hic h  c o n s o l i d a t e  s u b s i d i a r i e s '  

p r o f i t s  w i th  p a r e n t  co mpa ny  p r o f i t s .  Nor  h a s  i t  r e q u i r e d  t h a t  

p a r e n t  co m p an ie s an d s u b s i d i a r i e s ,  whe n f i l l i n g  o u t  c o n s o l id a t e d  

s t a t e m e n t s ,  a t  l e a s t  u se  a common s e t t l e m e n t  d a t e .  T h ese  

a c c o u n ti n g  p r a c t i c e s  g iv e  J a p a n e s e  c o r p o r a t i o n s  u n p a r a l l e l e d  

o p p o r t u n i t i e s  to  s h i f t  p r o f i t s  b e tw e e n  l e g a l  e n t i t i e s  f o r  t a x  

an d m a rk e t v a lu a t i o n  p u r p o s e s .  I n d e e d ,  i t  i s  p o s s i b l e  t h a t  much 

o f  J a p a n ’ s  d i s t i n c t i v e  i n d u s t r i a l  o r g a n i z a t i o n  i s  an  a r t i f a c t  

o f  th e s e  e q u a l ly  d i s t i n c t i v e  a c c o u n t in g  p r a c t i c e s .  G iv en  th e s e  

p r a c t i c e s ,  t h e  i n t e r e s t s  o f  f i n a n c i a l  f l e x i b i l i t y  in  J a p a n  a r e  

b e s t  s e r v e d  by r e t a i n i n g  in d e p e n d e n t  l e g a l  s t a t u s  f o r  w h o ll y  

ow ned com ponen ts  m a n u f a c tu r e r s  an d  th e  l i k e .  M o re o v er,  g iv e n  

th e  i n c e n t iv e  n o t  t o  c o n s o l id a t e  s e p a r a t e  d i v i s i o n s ,  th e  i n c e n t iv e s  

to  bu y o u t  m in o r i ty  i n t e r e s t s  may a l s o  be  l a c k i n g .  T h e re  i s  no  

r e a s o n  t o  b e l i e v e ,  h o w e v er,  t h a t  th e  c o r p o r a t e  an d i n d u s t r i a l  

s t r u c t u r e  w hic h  h a s  em erg ed  fr om  t h e s e  a c c o u n t in g  p r a c t i c e s ,  in  

an d o f  i t s e l f ,  g iv e s  Ja p a n  some s p e c i a l  c o m p e t i t iv e  a d v a n ta g e .

Many a g e n c ie s  w i th in  t h e  J a p a n e s e  g o v e rn m en t a r e  c o m m it te d  t o  

e n d in g  th e s e  a b u se s  an d t h e r e  i s  no r e a s o n  t o  b e l i e v e  t h a t  

A m eri can  b u s in e s s  o r  th e  p u b l i c  w is h e s  t o  t u r n  back  t h e s e  re fo rm s  

made in  th e  p u b l i c  a c c o u n ti n g  an d s e c u r i t i e s  i n d u s t r i e s  d u r in g  

th e  p a s t  f i f t y  y e a r s .

E. J a p a n e s e  D eb t F in a n c in g

W hil e  T o y o ta  i s  no  more h e a v i l y  l e a v e r a g e d  th a n  G .M .,  in  

g e n e r a l ,  J a p a n e s e  m a n u f a c tu r e r s  do r e l y  f a r ,  f a r  mor e h e a v i l y  on

*
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ban k b o rro w in g  th a n  do  t h e i r  A m eri can  c o u n t e r p a r t s .  T h is  i s  a 

v e ry  r e a l  d i f f e r e n c e  b e tw een  th e  tw o eco n o m ie s  an d one w h ic h  

d o es h ave  im p o r ta n t  c o n s e q u e n c e s . J a p a n e s e  b u s in e s s  t a k e s  h ig h  

r i s k s  an d c o n t r a r y  t o  w h a t yo u may h av e  h e a r d  th e y  do b e a r  th e  

c o n se q u e n c e s  o f  t h i s  r i s k - t a k i n g  b e h a v io u r .  D e b t - e q u i ty  r a t i o s  

w hic h a r e  f o u r  o r  f i v e  ti m e s  th e  A m eri can  l e v e l  r e s u l t  in  

b a n k c ru p tc y  r a t e s  w h ic h  a r e  a l s o  f o u r  t o  f i v e  t im e s  th e  A m eri can  

l e v e l .  L a rg e  J a p a n e s e  f i r m s  do  go b a n k r u p t .  In  r e c e n t  y e a r s  

Ja p a n  h a s  h a d  tw o c lo s e  t o  $1 b i l l i o n  in  l i a b i l i t i e s  b a n k r u p tc i e s .

V I.  WHAT KIND OF HELP

I w ould  b e  m o st  w ary  o f  th e  s u g g e s t io n  t h a t  t h e r e  i s  an y 

s p e c i a l  m ag ic  i n  th e  d i s t i n c t i v e  i n s t i t u t i o n s  and  m an ag em en t 

o f  th e  J a p a n e s e  w h ic h  p o se  a lo n g - te r m  c o m p e t i t iv e  p ro b le m  f o r  

th e  A m eri can  eco nom y. In  f ra m in g  s o l u t i o n s  t o  th e  p r e s e n t  

d i f f i c u l t y .  I th in k  i t  i s  im p o r ta n t  t h a t  i t  be  t r e a t e d  a s  th e  

s e r io u s  s h o r t - t e r m  c o n v e r s io n  c r i s i s  t h a t  i t  m ost  c e r t a i n l y  a p p e a r s  

t o  b e . D r a s t i c  lo n g - te r m  c h a n g e s  in  th e  s t r u c t u r e  and  f u n c t io n in g  

o f  th e  A m eri can  ec on om y a r e  n o t  n e c e s s a r y .  F o r e x a m p le , th e  

p ro p o se d  T o y o ta -F o rd  j o i n t - v e n t u r e  f o r  p ro d u c in g  s m a ll  c a r s  in  

t h i s  c o u n tr y  w h ic h  was  an n o u n ced  w h i le  P r e s i d e n t  C a r t e r  was  in  

Ja p a n  l a s t  J u l y  w i l l  n o t  b r in g  e a r l y  r e l i e f  t o  th e  A m eri can  a u to 

m o b il e  w o rk e r  b u t  ru n s  th e  r i s k  o f  s e r i o u s l y  dam ag in g  th e  lo n g 

te rm  i n t e r e s t s  o f  th e  A m eri can  co n su m ers  an d w o r k e r s . In  

f a s h io n in g  re m e d ie s  t o  p r e s e n t  d i f f i c u l t i e s  c o n s i d e r a b le  s e n s i t i v i t y  

m ust  be  sh ow n t o  th e  s p e c i a l  c h a r a c t e r i s t i c s  o f  t h e  A m eri can  

a u to m o b il e  i n d u s t r y ,  w h ic h  ma ke many o f  th e  co mm on ly  p ro p o se d
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remedies highly cost-inefficient. General Motors is better 
than half the American industry and it is difficult to argue 
that General Motors needs protection from Japanese competition. 
G.M. produces three times as many vehicles as, say, Toyota, and 
spends better than three times what Toyota spends on research 
and development. Solutions such as quotas and other special 
industry-wide help end up helping those members of the automobile 
industry which cannot credibly justify special aid more than 
those members of the industry which do need such help.

While the Japanese and their representatives would have 
us solve our problems by emulating them and while Japan's 
competitors would have us so fear the Japanese that protection 
is necessary, I urge this Committee and others in the House 
to take the middle road and see its way through the smokescreen 
of supposedly superior but mysterious foreign practices to deal 
with the present, serious economic and social problems which
confront our nation.



GOVERNMENT INCENTIVES FOR CAPITAL INVESTMENT IN THE JAPANESE 
AUTOMOBILE INDUSTRY

H is t o r i c a l ly ,  lo ans a t  low in t e r e s t  ra te s  from  p u b li c  f in a n c ia l  
i n s t i t u t i o n s ,  go ve rn men t s u b s id ie s , s p e c ia l d e p re c ia ti o n  p ro v is io n s ,  
exem ption o f  im p o rt d u ti e s  on necessary  m achin ery  and  eq uip m ent and  
p r o te c t io n  in  th e  home m ark et have a l l  been im p o rta n t i f  n o t c r i t i c a l  
to  th e deve lo pm ent o f  th e  Japa nese  a u to m o b ile  in d u s try .  In  re c e n t 
y e a rs , ho wev er  a lm o s t a l l  s p e c ia l Ja pa ne se  go ve rn m en t prog rams desi gned 
s p e c i f ic a l ly  to  en co ur ag e in ve s tm e n t in  th e au to m o b ile  in d u s try  hav e 
ce as ed . Th ere do re m ain p ro gra m s, ho weve r,  w hic h en co ur ag e in ve s tm e n t 
in  b ro a d e r c la sses  o f  Japa nese  in d u s t r ie s .  Some o f  th ese pro gra m s, 
in c lu d in g  th e ta x - f r e e  re se rv es and d e p re c ia ti o n  a llow a nces , are  
d i f f e r e n t  from  o r  more ge ne ro us  th an Amer ican  pr og rams and d e s p it e  
t h e i r  ge n e ra l purp ose do r e a l ly  b e n e f it  th e  Japa nese  au to m ob ile  in d u s try .

S p e c ia l ta x - f r e e  re se rv es are  a p o te n t ia l l y  im p o rt a n t so urc e o f  
fi n a n c in g  f o r  new in ve s tm e n t by au to m o b ile  co mpa nies . These re se rv es  
re du ce  re p o rte d  co rp o ra te  incom e b e fo re  ta x e s , re du ce  th e  e f f e c t iv e  ta x  
ra te  and in c re a se  in te r n a l  fu nds a v a il a b le  f o r  use  a t th e  f i r m 's  d is 
c r e t io n .  For some o f  th e  au to m o b ile  co m pa nies,  th ese  re se rv es  w i l l  
re ac h as h ig h  as te n  p e rc e n t o f  to t a l  l i a b i l i t i e s .  In  some yea rs  th ese  
re serv es w i l l  acco u n t f o r  a s u b s ta n t ia ll y  h ig h e r pe rc enta ge o f  th e 
fi n a n c in g  f o r  new in v e s tm e n t.  Table  7.1 de sc ri b e s  th e m a jo r ty pes o f  
ta x  exem pt re s e rv e s .

Though  th is  was n o t alway s t r u e ,  p re s e n t ly  th e  s p e c ia l d e p re c ia ti o n  
p ro v is io n s  o f  th e  Ja pa ne se  ta x  cod e are  p ro b a b ly  more im p o rt a n t th an 
s p e c ia l ta x - f r e e  re se rv es  as an en co ur ag em en t to  in ves tm en t in  th e 
Ja pa nese  a u to m o b ile  in d u s try .  In  no m a jo r in d u s try  in  Jap an are  de 
p r e c ia t io n  re se rv es  as la rg e  a p ro p o r ti o n  o f  to t a l  asse ts  as th ey ar e 
in  th e au to m o b ile  in d u s try .  In  19 77 , d e p re c ia ti o n  re serv es were 25 
p e rc e n t o f  t o t a l  asse ts  p lu s  d e p re c ia ti o n . In  Japanese  m a n u fa c tu ri n g  
as a whole  th e  co m pa ra ble f ig u re  was no more than  15 p e rc e n t.  C ro ss-  
n a t io n a l ly  th e  Ja pa nese  d e p re c ia ti o n  ra te  is  two  and one h a l f  tim es 
th e  p re s e n t Am er ican  and E n g li sh  ra te s  and pe rh ap s 15 p e rc e n t h ig h e r 
th an th e  German ra te .

Und er  th e p ro v is io n s  o f  v a r io u s  p ie ce s  o f  le g is la t io n  pa ss ed  by 
th e D ie t d u r in g  th e  p a s t f i f t e e n  y e a rs , in c lu d in g  T o ku te i k ik a i jo h o  
sang yo  sh in ko  r i n j i  sodu  ho (The  P a r t ic u la r  Mac hine ry _a nd In fo rm a ti o n  
In d u s tr y  S pec ia l Measure  Law) and T o ku te i dens hi  ko qyo oy obi to k u te i 
k ik a i ko qy o sh in ko  r i n j i  soch i ho (The  P a r t ic u la r  E le c tr o n ic s  In d u s tr y  
and  P a r t ic u la r  M achin ery  In d u s tr y  S p e c ia l Measure  Law),  th e  Japa nese  
au to m ob ile  in d u s t r y ,  in  common w it h  c e r ta in  o th e r  in d u s try ,  has  had 
ac cess  to  ta x  p ro v is io n s  whic h a ll o w  s p e c ia l bonus f i r s t  y e a r d e p re c ia 
t io n  w r i t e - o f f ,  la r g e r  than  100 p e rc e n t to t a l  w r i t e - o f f s  and s p e c ia l 
sh o rt e n in g  o f  u s e fu l l iv e s  f o r  c e r ta in  s p e c if ic  k in d s  o f  in ves tm en ts  o r  
p ra c t ic e s .
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As was noted in Section 5 of  th is  re port , a s ig n if ic an t share 
of Japanese automobile  industry investment over the la s t five  years 
has been in po llu tion abatement control equipment or in the fa c il it ie s  
fo r making such equipment. On such investment, in addi tion to the 
spec ial tax reserves ju s t described and in addi tion to normal deprec iat ion , 
the Japanese automobile ind us try  is allowed a special  33-1/3  percent 
f i r s t  year deprecia tion w ri te -o ff . In additi on , to the exten t that  the 
Japanese automobile ind us try  locates  it s  fa c il it ie s  in sp ec ia lly  designated 
s tr uc tu ra lly  depressed regions (of ten  where sh ip -bui ld ing had been 
concentrated) the indus try  is  allowed a special f i r s t  year depre cia tion 

w it e -o ff  of  25 percent of  the cost of  machinery and equipment and a w ri te 
o ff  of  16-2/3 percent of  the cos t of new st ructures . F in a lly , the auto 
par ts section of  the Japanese automobile ind us try  gr ea tly  bene fits from 
provis ions which allow a special 16-2/3 percent special  f i r s t  year 
depre cia tion w ri te -o ff  on many kinds of machinery and equipment investment 
made by supp lie rs designated as small and medium scale en terp ris es . These 
same provis ions also allow a 50 percent bonus depre cia tion over the use
fu l l i f e  of equipment purchased by small and medium scale en terp rises .

As with  tax- fre e rese rves , there was a time when access to loans 
at  pre fe re nt ia l rates from the Japan Development Bank and the Small 
Business Finance Corporation were extremely important  in the development 
of the Japanese automobile indu stry . Since the la te  1950 's, however, 
such loans have had at best a minor ro le  in the indu st ry 's  development. 
Indeed, over the la st th irt een years no more than 1-2 percent of  a ll  
automobile  industry investment has been financed by loans from govern
ment sources. In recent  years loans from government fin anci al  in s ti tu 
tions  to the automobile industry fo r investment purposes have been 
concentrated in the area of  pollu tion control and safety relate d equip 
ment.
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TABLE 7 .1

WA.J0R TYPES OF TAX-e XE*7  RESERVES

Allow ance  fo r  Couo tfu l Re ce iva bles

Allowance fo r  Ret irem en t ’ ayments

Reserve fo r  Price  Flu ctu ations

Reserve fo r  Overseas Marke t Oevelocment

Reserve fo r  P o llu ti o n  Abatement Investmen t

Reserves fo r  Prod uc t W ar ra nties  and 
Reoalr j ,

RE VIS IONS

Pe rm its  s e tt in g  as ise of fi x ed  oertenta ge of 
to ta l re ce i /a ole s.  Autc ao oile comoanles are  
a11 owed 1 .5 5 o f to ta l rece iv ab le s , n e t grow th 
in  re ceiv aole s pe rm its  net growtn in  '■eserves.

’ e m it s  s e tti n g  as ice 505 o f the  in cr ease  in  
re ti re m ents  payments a : two any would nave tb 
maxe under the  assumotion th a t a l l  emcloyees 
re t ir e d  a t the and o f the  pre sent fi n a n c ia l 
re so rt in g  period .

’ e m it s  s e tti n g  as ice ’ 5 of the  too k va lue 
o f au tomob ile  in vento ries  as a -e ser ve *o r  
p ric e  fl u c tu a ti o n s . Reserve  can se acced to  
only I f  In vento ry  grows.

Permits  s e tti n g  as ide 2 . 2X o f revenues 'rem 
overseas  ooer at lons i f  esmoany's caoi t a l i  ra
ti o n  1s less  than » ICO m ill io n .  I f  c a o i ta l t -  
rs tl o n  1s g re a te r tnan • ,0 0 m il li o n  but les s 
tha n » 1 b i l l io n .  1.15 5 Of revenues from over 
seas ooera tlons can oe set asi ce.  where a 
ccnoany has a c a o ita l lra t io n  o f g re a te r tnan 
» 1 b i l l io n ,  no sucn pro vis io n can be -reoe.
One f i f t h  o f  We  re se rz e must be added back to 
ta xab le  income in f iv e  suosequent oerloas.

’ e m it s  s e tti n g  as ice 0.1 55 o f au tomob ile  
revenues  sa le s as a re se rve fo r  p o ll u ti o n  
loatem en t in ve st m en t, 'lust  se aoded ta  ta x a d e  
p ro fit s  a f te r  a period of  th re e years .

’ e m it s  s e tti n g  as ide a za r 'a o ’ e pe rcen tage  
o f revenues  as a -e se rv e 's r  pr od uc t w ar- an ti es  
and mandated re o a ir s .

Source:  N1hon,k okuzl1 cho (Oaoan National Tax Agency) 
Rokuzei se ido [.N at iona l Tax Svstam)

*
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GOVERNMENT AUTOMOTIVE RESEARCH AND DEVELOPMENT AND GOVERNMENT INCENTIVES AND SUBSIDIES FOR PRIVATE AUTOMOTIVE RESEARCH AND
DEVELOPMENT

By c o n tr a s t w it h  v i r t u a l l y  a l l  th e w o r ld 's  m a jo r in d u s t r ia l iz e d  n a ti o n s , th e Japa nese  go ve rnmen t p la ys  a c o m p a ra ti v e ly  sm all ro le  in  th e d ir e c t  fi n a n c in g  o f  re searc h and develo pm ent.  Whereas in  th e  *U n ited  S ta te s  and  Eur ope , a lm ost h a l f  o f a l l  re searc h  and de ve lopm en t exp e n d itu re  is  fi n a n ce d  by th e go ve rn m ent,  in  Japan th is  f ig u re  is  c lo s e r  to  o n e -q u a rte r . S im i la r ly ,  in  Fra nc e and Eng land  o n e -q u a rt e r o f a l l  re searc h  and de ve lopm en t is  co nduct ed by th e  go ve rn m en t; in  th e  U.S .A . i t  is  o v e r 15 p e rc e n t;  b u t as can be seen in  Table 8 .1 , in  Jap an »o n ly  13 p e rc e n t o f a l l  re searc h and  de ve lopm en t is  co ndu cted by the go ve rnmen t.

RESEARCH CONDUCTED BY THE JAPANESE GOVERNMENT
What is  tr u e  f o r  Jap anese re searc h  and de ve lopm en t in  genera l is  a ls o  tr u e  s p e c i f ic a l ly  f o r  Japanese au to m o tive  re searc h  and de ve lopm en t.R e la ti v e ly  l i t t l e  re searc h  and de ve lopm en t work is  done in  JaDanese govern ment f a c i l i t i e s .  Table 8 .2  co n ta in s  a l i s t i n g  o f  a u to m o b il e -re la te d  re se arc h and de ve lopm en t p ro je c ts  be in g  co nduct ed in  Ja pan 's  N a ti o n a l Rese arch In s t i t u t e s  d u ri n g  the p a s t f i s c a l  y e a r.  As can be see n 1n Table  8 .3 , th e re  are as many as s ix t y  s p e c ia li z e d  n a ti o n a l re searc h  in s t i t u t e s  a tt a ch e d  to  va ri o u s  Japa nese  go ve rnmen t m in is t r ie s  and agenc ie s . Of  thes e s ix t y ,  on ly  th re e  do eve n mo dest amounts o f a u to m o ti v e -re la te d  re searc h  and de ve lo p me nt.  These th re e  in c lu d e  th e  M ech an ical E ng in e e ri n g  La b o ra to ry  and th e  N a ti o n a l Re search  I n s t i t u t e  f o r  P o ll u t io n  and re sourc es o f  th e Agenc y o f  In d u s t r ia l S cie nce  and Tec hn olog y (Kogyo g i ju t s u - in )  o f  MIT I and th e  T r a f f i c  S a fe ty  and Nui sa nce  Resea rch  I n s t i t u t e  a t  th e  M in is t r y  o f  T ra n s p o r ta ti o n .Even a t th ese  in s t i t u t e s  o n ly  a r e la t iv e ly  sm a ll amount o f  t h e i r  to t a l  a c t i v i t y  is  devote d to  a u to m o ti v e -re la te d  re searc h  and de ve lopm en t. For ex am ple,  on 'ly  2 p e rc e n t o r  3 p e rc e n t o f  th e  e xp e n d itu re s  a t th e  M ech an ical E ng in eering  L a b o ra to ry  (o r  pe rh ap s 9 o r  10 re se a rc h e rs ) are  devo te d to  a u to m o ti v e -re la te d  re searc h and develop m en t.  Again  a t  th e  N a ti o n a l Re search I n s t i t u t e  f o r  P o ll u t io n  and Res ou rc es , no more than  1 p e rc e n t o f  e xp e n d it u re s  (o r  pe rhap s fo u r  re sea rc h e rs ) ar e engaged in  au to m o tive  re searc h  and deve lo pme nt.  The la rg e s t  c o n c e n tr a ti o n  o f  go ve rn m en t co nd uc te d a u to m o ti v e -re la te d  re searc h and  de ve lopm en t ta ke s p la ce  a t th e  T r a f f i c  S a fe ty  and Nui sa nce  Resea rch I n s t i t u t e .  A t le a s t  o n e -t h 1 rd  o f  a l l  re searc h co ndu cted a t  th is  in s t i t u t e  is  d i r e c t ly  au to m otive  re la te d . Tw en ty re searc hers  are  engaged in  a u to m o ti v e -re la te d  re searc h and deve lopm en t.

In  a d d it io n  to  th e p ro je c ts  l i s t e d  in  Table 8 .2 , m a jo r a u to m o ti ve - re la te d  re searc h  and de ve lopm en t is  pr om ot ed  by th e  Japanese  govern m ent's  La rge Sca le  P ro je c t -  N a ti o n a l Research and De ve lopm en t Prog ram (NRD P).NRDP - La rge S cale  P ro je c ts  are  o rg an iz e d  and a d m in is te re d  by M IT I' s  Agencyo f  In d u s t r ia l Scien ce  and Tech no lo gy . U n li k e  th e  p ro je c ts  l i s t e d  in  Table8 .2 , NRDP p ro je c ts  ar e b ro a d ly  co n ce iv ed , in v o lv e  a g re a t de al  o f  expe nseand r is k ,  u t i l i z e  te chno lo gy and e n g in e e ri n g  re sourc es from  a g re a t manyf ie ld s  and  re q u ir e  th e d e li c a te  c o o rd in a ti o n  o f  th e wo rk  o f  a numb er o f  ‘
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government se ctor  la bora to ries w ith  the work o f p ri va te  contracto rs .

Since the  NRDP - Large Scale Pro ject s f i r s t  began in  1966, there 
have been among the  sixt ee n pro je cts  funded two which re la te  to  the  au to
mo bile  in dustr y . The f i r s t ,  the E le c tr ic  Car P ro je c t,  began in  A p r il ,  1971 
and invo lve d the  expe nd itu re  o f ¥ 5.7  b i ll io n  over a seven year pe rio d.
The pro je c t which invo lved  work on exp erime nta l veh ic le s, b a tt e ri e s , 
e le c tr ic  motors and con tro l de vic es , body m a te ri a ls , u t il iz a t io n  systems 
and chargin g method was comp leted w ith  sa ti s fa c to ry  re su lts  in  March, 1978. 
Table 8.4  shows how pub lic  and p ri va te  in te re s ts  were org anized in  pu rs u it  
o f p ro je c t ob je ctives. Of the  ¥ 5.7 b i ll io n  sp en t, ¥ 4.9  b i ll io n  was 
co nt racted  ou t to  p ri va te  companies. In a d d it io n , p ri va te  companies spent* an eq ui va le nt  amount o f th e ir  own resource s.

Fo llowing  the  co nc lusio n o f th is  p ro je c t,  work on the E le c tr ic  Car . 
cont inu es  in  Japan under  the  auspices o f an E le c tr ic  Car Research Associa 
ti o n . The E le c tr ic  Car Research Ass oc ia tio n is  composed o f the  contract ors  
in  the  now-ended NRDP E le c tr ic  Car P ro je ct  and ot her  major in te re s ts  in  the 
Japanese autom obile in dustr y . Except fo r  o f f ic e  space, the  Research Associa 
ti o n  does not  pre se ntly  have jo in t  f a c i l i t ie s .  The Research Ass oc ia tio n is ,  
however, the  lega l e n ti ty  through which the government w i ll  make fu rt h e r 
gran ts  fo r  development o f the  e le c tr ic  ca r in  Japan. Furtherm ore , a ll  Re
search Ass oc ia tio n members are  allowed to  take a 100 percen t f i r s t  year 
deduction on a ll  fi xed assets used in  connec tion w ith  Research Ass oc ia tio n 
a c t iv it ie s .

The Comprehensive Autom obi le Co ntrol Technology P ro je c t,  the  second 
autom obile re la te d NDRP la rg e scale p ro je c t began in  A p r il ,  1973, invo lved  
the  expend itu re o f ¥ 7 b i ll io n  and is  ending th is  ye ar . The ob je ctives o f 
th is  p ro je ct are  to  ease t r a f f i c  cong es tio n,  reduce t r a f f i c  ac cide nts and 
a ir  p o llu ti o n  and inc rease the  so cial  and pub lic  u t i l i t y  o f cars by deve lop 
ing  an in te gr ate d t r a f f i c  con tro l system which can re -r oute  ve hi cles  around 
h ig h ly  po llu te d areas, give  righ t-o f-w ay p r io r it y  to  pub lic  se rv ice ve hic le s 
and prov ide advance in d ic a tions or warnings concern ing  t r a f f i c  re gula tio ns 
and in fo rm at ion rega rd ing  emergenc ies. S pec if ic  tasks in  the p ro je c t in 
clud e:  1) de ta ile d  design o f the  p il o t  system and sub-system and the  pro to 
type o f the  pro cessing  program; 2) basic  design o f the  computer netw ork 
and co ord in ation; 3) development o f the  pr otot yp e o f sm al l, spe cia liz ed 
sim ula to rs ; 4) study  and an al ys is  o f t r a f f i c  flo w in  the p i lo t  area ; 5) 
fundamental research  and eva lu at ion o f the so ci al  and fi na nc ia l aspects o f 
the  system; 6) p i lo t  co nstruction o f dev ices fo r  general ev alua tio n o f roa d
sid e and ve hic le  dev ices fo r  rout e guidance and d ri v in g  in fo rm at io n and 7) 
p il o t  co nst ru ct io n o f emergency communication devices and fe n it e  c o il  antennas 
Th is pro je ct has some s im il a r it y  w ith  the  E le c tr ic  Route Guidance System 
sponsored by the  U.S. Department o f Tra nsp ortatio n. The Comprehensive 
Automobile T ra ff ic  Control System Research Ass oc ia tio n w i ll  sponsor new 
research a ft e r  th is  p ro je c t ends.

,2 RESEARCH SPONSORED BUT HOT CONDUCTED BY THE JAPANESE GOVERNMENT
« ’ The aggregate figu re s on government sponsored research  and develop 

ment conducted by p ri va te  fir m s in  the  au tom ob ile in dustr y  fo r  the  past 11 
years are ava ila b le  in  Table  8.5 . As was po in ted ou t e a r li e r ,  the  govern
ment's  ro le  in  d ir e c t ly  spo nso ring th is  research  and development is  re a ll y  
very sm al l. In Japanese fi s c a l year  1977, no more than 1.5 percen t o f a ll

# autom otive research and development was funded by the  government.



Apart  from the  NRDP Program, what money is  made ava ila b le  fo r the  sponsoring o f spe c if ic  autom obile re la te d pro je cts  comes from gra nt in  aid s and othe r programs fo r research and development sponsored by the M in is tr y  o f In te rn ationa l Trade and In dustr y , the  M in is tr y  o f Tra ns por ta tio n,  the Environmental P ro te ct io n Agency , the Science and Technology Agency,Japan Development Bank and the  Small Business Finance Corpo ra tio n.

(1)  M in is tr y  o f In te rn ationa l Trade and In dustr y . Between 1950 and 1978, the Technology Prom otion  D iv is io n  o f the  Agency o f In dus tr ia l Science and Technology has pro vid ed more the  * 40 b i ll io n  in  subs idies  to  encourage development and use o f new in d u s tr ia l tech no logies  to  meet soc ia l and in d u s tr ia l needs. T yp ic a lly  50-50 matching gran ts  are  given to  fir m s th a t propose the development o f "co re and impo rta nt  la rg e-sca le  tech no logies " which would no t othe rw ise be unde rtaken by the p ri va te  se ctor.  In rece nt  ye ar s,  support  has been given fo r  the  development o f tec hnolo gie s in  areas  such as op to -e le c tr on ic s , high pre ci sion in st ru m en ta tio n, a lte rn a ti v e  m at er ia ls  fo r  wood and carbon u t il iz a t io n ,  housing systems and tech no logie s fo r  the  cons erva tion o f reso urce s and energy and p o llu ti o n  con tr o l.  Support in  1978 came to  ¥ 3.2 b i ll io n  cove ring 87 in d iv id ua l p ro je c ts . None o f these pr o je ct s could  be considered d ir e c tl y  automotiv e re la te d .

(2) M in is tr y  o f T ra nsportation. For the  pas t tw en ty -f iv e  years,  the  M in is tr y  o f Tra ns po rtat ion has had a Research Subsidie s fo r  P ra ctic a l Technology program. In fi s c a l yea r 1978, th is  program made ¥ 176 m il li o n  in  awards. Table  8.5 gives a l i s t  o f automotiv e research and development awards made under th is  program.

(3)  Japan Development Bank (Nihon ka iha tsu  g in ko ). In 1978, the Japan Development Bank made loan s of ove r $4 b i ll io n  to ass is t in d u s tr ia l and so ci al  tran sform atio n. Appro xim ate ly 10 percent o f th is  $4 b il li o n  went fo r  the promotion  o f rese arch and development. About h a lf  o f th is  la t te r  amount went fo r ai d in g the development o f computers and the  remainder  helped the  re st o f the e le c tr on ic s  in dus tr y , the d is tr ib u ti o n  in dustr y , high  techno l ogy en te rp ris es  and heavy machinery . U n ti l 1976, the  development o f au tomo bile  safe ty and a n ti -p o ll u ti o n  equipment had als o been a p r io r it y  o f the  Japan Development Bank. In the early  1970 's,  ¥ 200 m il li o n  annu all y had been given to the  auto  pa rts  manufacturers fo r research  and development in  th is  area.

(4)  Science and Technology Agency. The New Technology Development Agency o f the  Science and Technology Agency giv es fi n a n c ia l assis tance to  p ri va te  companies to  al low them to com mercia lize  technique s developed by government research in s ti tu te s  and u n iv e rs it ie s . In case commercia lizat ion e ff o r ts  by pri va te  companies are  no t su cc es sful , the  p ri va te  companies do no t have to repay the  fi na nc ia l assis tance they rece ive d from the New Technology  Development Corpo ra tio n.  The Co rporat ion  Int roduces new techniq ues  developed by government research in s ti tu te s  and u n iv e rs it ie s  to  private  
companies and encourages p ri va te  companies to undertake marketab le contnodi- ti e s  based on these techniq ues. In 1978 the  Co rporat ion  gave 12 companies $14 m il li o n  in  fi n a n c ia l as sistan ce . The Co rporat ion  helped secure loans fo r  another 13 companies. As yet there have been no pro je cts  under th is  program in  the automotiv e are a.



(5) Small Business Finance Cor po ra tio n. Due to re la ti v e ly  
inadequate c a p it a li z a ti o n , sm al le r fir ms in  Japan are heavily  dependent 
on ou ts ide sources o f fin ancing. Given the uneven ch ar ac te r o f the 
Japanese cap ita l marke t, these fir m s must tu rn  to  banks fo r  loans.
Sm aller  en te rp ri ses, however, are at  a cons iderab le disadvanta ge when 
de al ing w ith  commercial banks. The ir  smal l si ze  and re la ti v e ly  poor  
c re d it  ra ting  makes them re la ti v e ly  una tt ra c ti ve  customers fo r  commer
c ia l banks. The adm in is tra tive  costs  of  such loans are re la ti v e ly  la rge 
and in  consequence, comnerc ial banks charge such ente rp rise s re la ti v e ly  
high ra tes of in te re s t,  demand substa ntia l c o ll a te ra l and make on ly  re la 
ti v e ly  sh ort -term  loans. The Small Business Finance Co rporat ion  is  de
signed to  cope w ith the sp ec ia l problems faced by small and medium size  
ente rp rises. The Small Business Finance Co rporat ion  is  a f f il ia te d  w ith  
the Small and Medium Size Ent er pr ise Agency which is  in  tu rn  a pa rt  o f 
the M in is tr y  o f In te rn a tiona l Trade and In dust ry . While SBFC made almost 
$3 b i ll io n  in  new loans in  fi s c a l 1978, on ly $25 m il li o n  was e x p li c it ly  
fo r  the commercia lizat ion o f new tech no logies . As a mat te r o f p o lic y , 
SBFC fo llo ws the in d u s tr ia l and soc ia l p r io r it ie s  se t by the JOB. P ri o r 
to 1976 i t  aided many of the sm al le r auto  pa rts  companies dev eloping new 
sa fe ty  and p o llu ti o n  con tro l tech no logies .

.3 TAX INCENTIVES FOR RESEARCH AND DEVELOPMENT EXPENDITURES

The Japanese fi s c a l system has a number o f pr ovisions  designed  to  
encourage research and development expe nd itu res.  I f  rese arch and develop
ment expend itu res  exceed the la rg est amount o f the expend itu res  o f any 
pre cedin g accounting  pe rio d sin ce  1966, 20 pe rcen t o f the excess may be 
taken as a c re d it  ag ains t the co rporate income ta x.  Any in d iv id ua l fi rm  
may deduct as much as ten percen t o f it s  co rporate tax  l i a b i l i t y .  In 
add it io n , firms which are members o f research as so ciat ions  (wh ich have 
been discussed above) can take  an immediate 100 pe rcen t de pr eciat io n de
du ct ion which extends to  a ll  fi xed  assets used in  con nec tion  w ith  research 
as so ciat ion a c t iv it ie s .

CAPTIVE IMPORTS

Mr. Bingham. Tha nk you v ery much. Tha nk you all.
I mus t say this  has  been a fascin ating series of presentatio ns. I 

am stru ck by the  fact th at  the re has been so litt le duplication in 
wha t you have had to say. In fact, I would say the re is pre tty 
sub stan tial  disagreem ent among you in  cer tain  respects.

I would like to perh aps st ar t with a couple of questions.
Mr. Saxonhouse, you speak with  app aren tly very great knowl

edge of the Japane se automo bile indus try. Have you spent time in 
Japa n resea rchin g their  methods?

Mr. Saxonhouse. I conducted a study for the  U.S. Depar tmen t of 
Tran spor tatio n, a stud y which took about a year  to complete and 
pa rt of t his  study involved being in Japa n for a number of weeks.

As I said before, I have  lived in Jap an  previously. I have ob
served the  automob ile industr y at  those times, and I have in the  
past, done other studies, so I would say I speak with considerable 
knowledge.

Mr. Bingham. Your present atio n is one of the  most reassuring 
on this  whole subject th at  I have heard,  and I wish we could have 
had some kind of cross-discussion between someone like yourself 
and the  spokesmen for the  Americ an man ufac ture rs who spoke 
ear lier  in this  series of hear ings.
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It is particular ly comforting to have you describe some of the 
real bloopers the Japanese  fell prey to. We don’t hea r much about 
that  these days. We are seemingly persuaded at  the  moment tha t 
they are, in spite of the ir shor t s tature , 10 feet tall. We are desper
ately afraid of them and you a re being much more reassuring tha t 
in the long run  we will be able to  cope with the  problem.

I have a specific question about your stat ement  on page 6 where 
you say:

It is fair to say more Ja panes e vehicles have been kept out of the United States 
through American Government-imposed fuel economy fle et average stand ards which 
discriminate against captive imports tha n have been kept out of Jap an by Jap anese 
imposed barr iers.

Perhaps I just  don’t understand wha t you mean by captive im
ports, but I am star tled  by the ent ire  statement. What do you mean 
by “captive imports”?

Mr. Saxonhouse. Well, I mean  an import which cannot be 
brought into this country  without the  permission of an American 
automobile manufacturer. Mitsubishi Motors has a long-term 
agreement with the Chrysler Corp. Indeed, I believe it is an agree
ment without term, that  t he Chrysler Corp, will decide th e level of 
imports and the marketing  stra tegie s being pursued for Mitsubishi 
automobile products, in  the United S tates

Mr. Bingham. T hat would be perhaps the Dodge Colt?
Mr. Saxonhouse. Yes, and in Jap an  it is known as the  Mitsubi

shi Colt. Given that you have t ha t agreement a nd given, as of 1980, 
the American Government does not allow imports  to be used in 
determining fleet average fuel economy, an American corporat ion 
such as Chrysler has a clear  incent ive to replace a foreign import 
with a domestically produced small car.

Indeed, that was the reason why that  stan dard was imposed. 
Tha t is the  reason why it is not possible to count captive imports  in 
the  fleet average.

The Congress, in its wisdom, felt th at  i f General Motors, Chrysler 
and Ford could simply meet  fleet average standard s by bringing  in 
imports, they might prefer to do tha t ra ther  t han producing small 
cars in this country.

The reason why this par ticula r stan dard  is interest ing is that  it 
hit  Chrysler especially hard.  You may recall th at  Chrysler , unlike  
Ford and General Motors, decided to fill out its produc t line, the 
subcompact end of i ts product  line, by relying exclusively on for
eign imports.

In the  early  1970’s, t her e was a decision that  the re would be no 
Chrysle r equivalent of the  Chevette. In the middle of the  decade 
when these  fuel economy standards began to have an impact on 
corpora te planning, the Omni and  the  Horizon and other subcom
pacts were developed and Chrys ler foresaw that  those products 
would be directly competitive with  the  Dodge Colt and therefore , 
sought to limit through its own internal decisionmaking the  im
ports of that  product.

Thus developed the unhappy par tnership that  you now have 
between Mitsubishi Motors and the  Chrysler Corp.

Mr. Bingham. Have the re been complaints by Mitsubishi or by 
the  Japan ese Government that  these practices  were scrapping Jap 
anese exports  to the United States?
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Mr. Saxonhouse. Given th at  the  oth er Japanese corpora tions, 
automobile companies were taking  such excellent advantage of the 
opportun ities in the  American market,  perhaps the  Japane se Gov
ernm ent felt that  it was politic not to raise  this par ticula r issue.

At the same time, Mitsubishi has been extrem ely unhappy  and 
has continually remonstrated with the  Chrysler Corp. There have 
been continuous atte mpts by Mitsubishi to get this  agreement re
vised. No doubt in the  futu re the re will be some independent 
marketing  of Mitsubishi Motors products  in this country. We don’t 
hea r about this  company too much in this country , but  it is a  large 
factor in the Japa nese automobile scene.

It is a  big company, bigger tha n Honda, which, of course, we do 
hea r a  great  deal  about in this  country.

I think under other circumstances,  in the  absence of this  tieup  
with Chrysler,  the re is no question bu t th at  they  would have ex
ported far  many  more cars to this  marke t than  they are  presently  
doing.

EFFECT OF STEEL PROTECTIONISM

Mr. Bingham. I would like to ask you abou t your comment on 
page 7 concerning the  degree to which protect ion of the  steel 
industry  has been an adverse fact to the  American autombile in
dustry.

Can you give us some average steel price figures? Are they in 
fact very diffe rent to the  Japanese man ufactur ers and to the  
American automobile manufac turers?

Mr. Saxonhouse. This is a  diff icult problem. I do not have access 
to inte rna l Japanese company documents. I do not have access to 
the  actual transact ions  th at  are  tak ing  place between American 
manufac turers and the ir suppliers . Nonetheless  consider that  Euro
pean man ufac turers are  prepared  to sell at prices below the  t rigg er 
price that  we had established  in 1977 and indeed are  just now 
reestablishing today. To the  extent  th at  Jap ane se and European  
man ufac ture rs are  p repa red to sell to our  automobile companies at 
prices below wha t these companies are  pres ently paying for steel 
and, presumably, this  mus t be the  case or the  American steel 
industry would not be a sking for this  k ind of production, the re is a  
raising of costs for t he Amer ican automobile indus try.

I would be happy  to include in your committee’s report or as a 
supplement to my prep ared  sta tem ent  a more detai led analysis of 
this problem with  quan tita tive evidence where possible.

Mr. Bingham. I t hin k th at  would be very inte rest ing i f you could 
supply tha t.

[The following was subsequent ly submitted :]
According to data recently supplied by General Motors, 2,800 lbs. of steel are  

purchased for each passenger  ca r produced. Industry  sources suggest th at  $450 a  ton 
is a  reasonable estimate of what the automotive companies present ly pay for steel. 
If thi s is correct there is an  average of $630 of steel in each American passenger car 
and at least 10 percent of the tota l cost of a passenger car are steel costs. During 
the  first two years of the  operation  of the  t rigger price mechanism (TPM), the price 
index for American steel mill products went up by 21 percent and prices of imported 
carbon steel went up by 39 percent. While it is clear that  not all these price 
increases can be a ttrib uted to TPM the  price index for steel mill products in Japan 
went up by no more th an 8V2 percen t during the same two year  period. In  reviewing 
simila r evidence, the Office of Technology Assessments study, Technology and Steel 
Industry Competitiveness, does conclude th at the 1977-79 version of TPM has  led to 
price increases. The re-institution of the TPM this  month with a 12 percent increase
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in the trigge r will lead to simila r price increases in the future.  From both a 
theoretical and an empirical standpoint TPM has mean t higher prices for U.S. 
autombile manufacturers without, in itself, necessita ting higher prices for Japanese 
manufacturers. If TPM has mean t $100 extra  in steel costs for American manufac
turers, and if exporters have benefitted  in the ir margins  by an  equal amount, then 
TPM has been of greater differential help to th e Japanese automobile industry  than  
any of the  tax-free reserves, depreciation provisions or Japanese government subsi
dies mentioned in the appendix to my prepared statement.

DANGERS OF CAPITAL DRAIN

Mr. Bingham. Let me tu rn  to the  more general  topics addressed 
by Dr. Etzioni.

You spoke of o ther  dangers of capi tal dra in affecting our econ- •
omy.

Did I correctly infer from t his  s tatement th at  you were critica l of 
the  degree to which we provided assistance to developing countries 
in the Third World?

Mr. Etzioni. No, sir; that  would not be the  main  way it works.
The main way it would work is th at  we buy growing amounts of oil 
at rapidly rising prices without systematic atte mpts to moderate 
price increases.

The No. 1 way it works is to effect the  real  exchange rate , as 
distinct from the currency exchange rate . The American worker 
has to work x number of days to buy a bar rel of oil, and the  oil 
expor ters—to buy a bushel  of wheat from us. Over the  last years  
we have to work even longer for the  same item. The net  resu lt is 
that  a growing pa rt of our GNP is tra nsferre d overseas.

A SHORT-TERM  PROBLEM

Mr. Bingham. Mr. Cohen, would you agree with  Mr. Saxonhouse 
that Japa nese  workers are  not necessa rily any bet ter  or more 
reliable, that  there  is a h igh turn ove r in the indust ry?

Mr. Saxonhouse. It is no t in the  automobile industry; it is in the  
texti le indus try to which I was referr ing.

Mr. Bingham. OK; well, you did refer to it as something that  
happened in the  past, and perhaps I misunderstood, but  let me ask 
it more generally  then.

Do you agree with Mr. Saxonhouse’s analysis  th at  this  is essen
tially  a short- term problem because the  Japane se do not really 
have a basic capacity to surpass our own and th at  we should not 
reac t in such a way that  we are  adopting  wha t might be in the  
long run  disadvantageous measures to cope with  the  short- term 
problem?

Mr. Cohen. I guess I would have to answer th at  yes and no. I do «
believe that  ther e is a long-term problem. I don’t think  the Japa 
nese have any special characte ristics that  in gene ral we are  not 
capable of replicating. The qual ity of Japanese products  is in part ,
I think  related to the  qual ity of Japa nese work. It is not 100 
percent a function of the Japanese labor force. *

In this country, American productivity has grown well above 
average  and quali ty control has grown well above average  in many 
of the  Japanese  companies that  have opened plan ts here. I have 
read  that  the qual ity contro l at Sony’s plant in California is now 
exceeding the qual ity contro l—in te rms of defect-free production— 
for televis ions produced in th at  company’s Ja panese  plants.
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When Motorola ’s Q uasar Division was taken over by a Japanese  
company, I believe it is Panasonic, Japanese managem ent tech
niques were introduced: Worker cooperation, having the  worker 
give more input into the  system, and having the  worker feel tha t 
he was pa rt of the system ra ther  tha n jus t simply a hired hand  to 
assemble  parts . Soon after, productivity and efficiency in quality  
control increased.

* To the  ext ent  that  we do contin ue our labor policies and other  
economic policies that  are  causing this  country to be economically 
outdis tanced , I think  the re is a long-term problem. There is no 
long-term problem if we can learn, but  there is if we do fail to

» learn .
Mr. Bingham. Unfor tuna tely,  we have a vote, and I am not sure 

whether it will be followed by other votes.

UNITED STATES-JAPAN ESE COMPARISONS

Mr. Lagomarsino. I jus t have a few questions.
Is the re such a thin g as a Chrysler bailout in the  Japanese  

system, or h as the re been?
Mr. Saxonhouse. In the  case of the  autombile industry,  Toyo 

Kogyo, which I alluded to earl ier,  got into tremendous difficulties 
because of p art icu lar  emphasis on the  Wankel at  perhaps just the 
wrong time. At that  t ime the re was a concerted  effort by a  number 
of major banks, toge ther  with  some Governmen t guidance to 
ensu re th at  th is company did not go under .

I am not aware as to whe ther  any specific Government guara n
tees were provided. I do not  believe they  were.

There have been other cases, however, in Japane se corporate 
histo ry w here the re have been Chrysle r-style  ba ilouts  earlie r.

In 1961, a large Japane se brokerage  house faced ba nkruptcy with 
a very large negative net  worth, and  the  Governmen t did see to it 
th at  i t was ba iled out. At the  same time  many Japanese companies 
are  allowed to go bank rup t in the  same way th at  many American 
companies are  allowed to go bankrupt.

The Japane se have had no bankruptcy on the  scale of Penn 
Cent ral, but they  have had two bankrup tcies th at  were close to $1 
billion in liabilities. These companies have gone under.

Mr. Cohen. The Japanese Gove rnment does in cer tain  cases see 
to it that  companies don’t go ban krupt. They are  not pris tine  pure 
in th at  regard . They ju st do i t differently. The Mini stry of Finance 
exercises adm inis trat ive guidance to assure th at  the  commercial 
bank ing system provides loans to cer tain  companies.

♦ Mr. Lagomarsino. I get the  impression th at  there is b ett er coop
erat ion between the  Government of Japan  and the  banking  indus
try  and the  in dus tria l concerns, than  there cert ainly is here?

Mr. Cohen. For virtually every country, you could make that  
same statement.

Mr. Lagomarsino. Wha t abou t such things as depreciation? Do 
they  have realistic depreciation schedules unlike the  ones we have?

Mr. Cohen. I don’t know.
To some extent our depreciation schedules  are unrealist ic.
Mr. Lagomarsino. I read  some of your specific suggestions and 

many  if  not all of them  a re something we should have been doing a 
long time ago.
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Mr. Bingham. If you gent lemen can stay, I would like to come 
back and pursue the discussion with you. If you have to go, I can 
understand that .

[A shor t recess was taken.]

TRADE COMPETITIVENESS IN MA NU FACTURED GOODS

Mr. Bingham. The subcommittee  will resume. *
Professor  Cohen, you were talk ing  about  our trad e other tha n 

the  purchase of oil, as be ing in t he  su rplus by $50 billion.
What would happen to th at  figure  if you took simply manufac

ture d products? I am thin king of the  fact th at  a very substan tial  •
part of that  figure is rep resented  by agr icu ltural exports.

Mr. Cohen. For calendar 1980, between $20 and $25 billion of 
that  figure  would be in agr icu ltural goods. Then the re would be 
othe r materials such as cotton and  chemicals. No one ever knows 
whe ther  to classify chemicals as raw materia ls or manufac tured 
goods, so depending upon one’s terminology,  this  figure  would 
shr ink considerably  as one got to purely m anufactured  goods.

If you look at  cert ain time  periods, such as early 1978, we had a 
deficit in manufac tured goods.

Mr. Bingham. How would you characterize the  rela tionship  in 
terms of competitiveness, looking simply at the  man ufac tured 
goods?

Mr. Cohen. Today I don’t think t he re is any major  problem. This 
is an area where, if you pick and  choose your stat istic s and time 
periods, you can prove almos t anything . If you look a t it in volume 
terms, price terms , if you look at  our marke t shar es adjusted for 
exchange rat e changes in other countries,  a variety of possibilities 
appear , so in  the  short term , to me the re is no clear evidence that  
we face a competitive problem.

In my own opinion, however, in the  medium to long term , I th ink  
the re is plenty to worry about. Oth er count ries are  moving more 
heavily into resea rch and development, and they are  promot ing 
closer and closer cooperation between Governmen t and business.

Othe r countr ies more and  more are  making e xports an unequivo
cal Government  priority.  These coun tries  simply are  not bothered 
with human right s considera tions, cor rup t practices considera tions, 
ant itru st,  boycott considerations, and  I think  over the  long term  we 
as a coun try face increasing competition  on the  manufac turin g 
side, not only from Jap an but  cer tain ly from the  so-called newly 
industrial ized countries that  mate a skilled cheap labor force with 
imported foreign technology. To me the  time to worry about is the 4mid-1980’s, and the  time to act is th e presen t.

We ought to get our act in order now for prep aring for increased 
competit ion in the  future, when indeed we may find the data  
clear ly are  point ing to reduced U.S. internatio nal  competitiveness.
In high technology goods, we a re not doing as well as we once did. 4
If you look at  advanced technology, the  Japanese are  giving us a 
run  for  ou r money in the  advanced computer and inte gra ted c ircuit  
technologies.

The res t of the  world will catch  up and in some cases will 
surpass us in high technology goods if we don’t constantly  increase 
our productivity.
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Mr. Bingham. Well, I was most intereste d in your sta tem ent t ha t 
they tend  to protect tomorrow’s industries, while we look at  yester
day’s. That is a very striking stateme nt, and I believe from what I 
know tha t it is probably correct.

PROSPECTS FOR THE  FUTURE

Mr. Hout, you also really present  a fairly optimis tic picture in 
that  you point  to a number of varied companies th at  have been 
successful in the  in ternat ion al markets.

How do you feel, generally speaking? Do you think  th at  we are  
in troub le as we look ahead,  or do you feel that  the  problem th at  
we are  having cur ren tly  with the  Japane se imports is a passing  
phenomenon brou ght about to a considerable degree by their  luck 
at  having focused on small cars at  a  crucial time?

Mr. Hout. It is neither a passing phenomenon nor a long-term 
struc tural problem. My vantage point is th at  of the  industry and 
the  firm, and the  one thing th at  strikes  me is the  tremendo us 
difference by industry and by firm, the  economics of compet ition 
varies  so much depending upon the  na tur e of the industry and the  
qual ity of the  company so th at  in a num ber of products , such as 
long haul aircra ft or chemicals, the  Japane se are  indeed well 
behind.

It would be very expensive, unless the  Americans make  signifi
can t mistakes, for them to challenge the  profi tabil ity and marke t 
shares of the  Americans.

On the  other hand , you have some like motorcycles and small 
autos  and consumer electron ics which have been badly gored.

The differences between now and  the  sixties  or up to the  mid
seventies is when companies like Zeni th and  U.S. Steel and  Harley 
Davidson, the  motorcycle maker, when they real ly felt the  b runt  of 
the  Japanese,  this  happened during a time  when Japane se markets 
were basical ly closed and when Americans were kind of caught by 
surprise.

It is quite diffe rent now. The supe rior  American companies who 
are  winning the  batt les, people like IBM and  Boeing, Du Pont, 
Hewlett-Packard,  most of those marke ts are  now open in Japan 
and they  are  very alert, and  most of them have  strong positions in 
those markets themselves, so it is qu ite different.

On the  other hand , one mus t not get complacent. My organ iza
tion works with  one of the  major  Jap ane se auto  producers, and I 
can say this much, th at  they are  signif icant ly advanced in the ir 
conceptualization and  opera tion of the  design and production eco
nomics of small cars.

Ford and General Motors have acknowledged this. American 
auto  executives, if they are  honest—and I think  they  are  increas
ingly honest abou t thi s—will say th at  not only do the  Japane se 
don t dump cars in this market,  they in fact make a very large 
profit  margin and have  for some time, and it is not necessarily 
because of the  price of steel or labor.

If they  paid the  same price for those products,  they  would still 
have a major advantage . The Japane se have  simply though t 
through the  economics of those, of designing and making a vehicle, 
so t ha t the re are  some industrie s where the  Japanese, and th at  is 
in small cars only, not large  cars, the re are  some industr ies where

7 1 -0 2 8  0 - 8 1 19
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the  J apanese have shown such tremendous excellence that  you can 
only view th e futu re with optimism if you assume that  the  Ameri
cans will respond to the  challenge, and  they cert ainly have all the 
resources to do it.

In a number of companies and industr ies they  certainly have. It 
is a difficult problem for Government to get hold of because the  
competitive situatio n is diffe rent from sector  to sector, and I sym
pathize with you all trying to make sense of this  thing. ,

It is very, very difficult.
Mr. Cohen. One basic point: We have been talk ing  about the  

Japa nese  and small cars as if the  Japane se had a monopoly on 
small cars. The United Stat es and perh aps  Canada are  unique in 
that  we produced big cars all along. The Europeans have been in *
the  small car  business from the  beginning  just as the  Japanese 
because we are  unique in having had such cheap gasoline and an 
auto industry appreciative of the high profi t margin of la rge r cars.

It is Detro it th at  has been unique in making big cars, not the  
Japa nese  being un ique in making smal l cars.

Mr. Hout. Tha t is a good thought.

U.S . EXPORT TRADING COMPANIES

Mr. Bingham . You refe rred  at  one point  to the  expor t trad ing 
company legisla tion which we were hoping to advance  in thi s Con
gress, and I hope we still can, although we have run  into some real 
obstacles, prim arily  because of the  concerns of other committees.
Would you feel that  the  kind of export trad ing  company th at  is 
contemplated  in that  legislation would help very much in term s of 
ent ry into the  Japanese  m arke t?

Mr. Cohen. For the  Japane se market, I could only guess th at  it 
would be limited. My feeling is th at  only small- and medium  size 
American companies would take advantage . If a trad ing  company 
or a group of t rad ing  companies emphasized the  Japane se marke t 
in term s of hir ing  personnel th at  could speak Japanese and und er
stood all the  intricacies of the  dist ribu tion  system, I would be 
confident th at  the  export of certa in goods would increase from the 
United Stat es to Japan.

In term s of reducing our $9 bill ion bila teral deficit, it is obviously 
not a panacea, but  it cert ainly would be an improvement to doing 
nothing at all.

Mr. Bingham. Do either Mr. Hout or Mr. Saxonhouse wan t to 
comment on t ha t question?

Mr. Saxonhouse. I have a  few thoughts  on this  subject.
I think  a tradin g company such as being though t of in this 

legislation  might well be advan tageous to some Amer ican compa- *
nies.

I question, however, whether it would make  much difference for 
marketing with in the  Japanese economy. The Japane se trad ing 
companies do deal with American man ufac turers, and when  they  ♦
are  looking for products which might have a marke t in Japa n they 
are  quite well set up here  and can find American man ufactur ers 
who meet J apanese needs.

I do not feel that  the  problem with  cracking the  distr ibut ion 
system in Jap an, with cracking the  Japa nese market,  is simply 
th at  we have an economies of sca le problem and we need a trad ing 
organization large enough to be able to employ a stable of Japanese  
language speakers and people with  detai led marke t information.
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Let me jus t point out two examples which perhaps underlin e this 
point.

You may recall in my testim ony I spoke of the  situ atio n of 
Honda Motor Co. There was a  si tuat ion where  a  Japanese company 
operating  in Jap an could not brea k the  distr ibut ion system that  
Toyota and Nissan  had set up. I t was very difficult to compete with 
them  in t he ir own territo ry.

* If Honda has difficulty competing with  those companies, I do not 
think a trad ing  company from the  outside will have much luck 
eithe r. Let me say also that  while I applaud gaining facility  with 
the  Japa nese language, and I am a Japane se language speaker, I

* do think  tha t we should recall  the experience of Korea.
Korea, as you know, was a Japa nese colony. Most Koreans over 

40 speak Japanese . I think  you will find th at  the  Koreans make 
the  same complaints about  appropr iate  marke t access in Jap an,  
make the  same kinds of compla ints that  American companies 
make.

If you talk to the  Korean Chamber of Commerce in Japan or in 
Toyko you will find very simi lar compla ints being made as is being 
made by the American Chamber of Commerce in J apan.

I don’t think  language facility or even unfa mil iari ty with  the  
cul ture  is really t he critic al problem.

COMPA RATIVE LABOR COSTS

Mr. Bingham. Finally, let me ask all of you a question that  
really surprisingly litt le has been said on in these  hearings, and 
th at  is t he question of comparative labor  costs.

How do you assess th at  as a factor in our general problem of 
Japanese imports in the  United States and  how we cope with our 
trade with Japan?

Mr. H out. Comparative  labor costs a re very imp orta nt when you 
are  comparing countries which are  at  different stages of the ir 
economic development.

One of the  hopes, and  I think  it is a dashed hope, th at  the 
orthodox view which I r efer red to in my testimony, th at  converging 
wage rate s between Jap an, Europe, and the  United State s and 
converging access to technology and flexible exchange rates, that  
all of these  th ings  working  to geth er would tend  to make the adva n
tage of wage and technology disappear; they have to a  la rge degree, 
although  the  Japane se wages on average in most industries are  
significantly lower than  ours, but in some not very much different.

If you take auto  and steel as a couple of prominent examples
* where the  U.S. wage levels are  out of balance in relat ion to the  

rest,  that  is those unions or wha teve r have gained tremendous  
wage premiums here,  if you neutral ize those wage differences, if 
you put American labor  at  the  same price as the  Japa nese  labor, 
you will still have a signi fican t cost advantage on the  Japanese 
side.

And the  reason is because  the  Japanese have designed the  pro
duction  economics in those  businesses to the  point where they  are 
more efficient in making something at the  end of the day with the 
same number of inp ut hours of labor, so for t he most part the  labor 
issue with respect to Jap an , while it is still a source of advantage 
in some Japanese industries, as a signif icant  competitive or policy 
variable for you to worry about, is pre tty  much neutra lized,  I 
think.
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Mr. Cohen. I tend  to agree, th at  you really have to disaggregate 
this  question by indust ry. The Japa nese are  way ahead  of us in 
using the  so-called robots to assemble automobiles.  In certain in
dustr ies, the  Japanese technology is ahead of ours, but in other 
industrie s the labor cost fac tor would be more relevant.

I agree with my colleague that  generalizat ion for all industries  
migh t be dangerous. I guess the  only generaliza tion I would make 
is t ha t cheap labor is not the secre t of Jap ane se expor ting success. *Mr. Bingham. Yes, Mr. Saxonhouse?

Mr. Saxonhouse. I agree that  the  situation varies from industry  
to industry  a  gre at deal and one has to be very careful.

I would say, however, th at  in the  case of both  automobile and *steel, I believe th at  the  wages in those industr ies are  out of line 
with  the  experience of the  rest  of man ufactur ing in this  coun try 
through  the decade between 1970 and 1980.

Had the  rate of increase in wages in the  automobile industry  
been less, had  the rat e of increase  in the  wage in the  s teel industry  
been less, I thin k that  the  price at  which the  American industry  
could have been put  out an automobile profitably would be less 
than  it is today, and I believe th at  would result  in more cars being 
sold, more steel being shipped.

If you look at  productivity comparisons between the  Japa nese 
and the  American automobile indus try, I think  you will find th at  
between 1970 and 1978 the ra te of produc tivity increase in the  
American automobile  indust ry differs litt le from the  rate of in
crease  in  th e Japanese automobile indus try.

Indeed, when I last  looked at  these  numbers, I believe you are  
talk ing about a 41-percent increase in the  Japane se automobile 
industry,  and a 40-percent increase in the  American automobile 
industry,  over that  8-year period.

I believe the comparison would be somewhat diffe rent if you 
included  cur ren t data.  It would be more consistent  perhaps with  
lay opinion but, at  the  same time, the  price of Japane se labor does 
afford an advantage  to the  Japanese automobile indust ry. It is 
cer tain ly not the  only advantage but  a cheaper American car 
might make  up for its being somewhat less reliable, and some 
people will choose re liabil ity. Others migh t choose a  cheaper vehicle.

Mr. Bingham. What about t he question of the longer  hours and a 
longer  work week; is th at  a factor? I und ers tand  that  in Jap an  their  work week is longer.

Mr. Saxonhouse. It is somewhat longer, though I think it is no longer  significant ly d ifferent. *
You are  talk ing about perh aps a 10-percent difference, if tha t, 

and obviously when you figure  in cost per hou r that  will be a denominator .
Mr. Bingham. Well, gentlemen, tha nk you very much.
You have been ve ry pat ien t and again  I am sorry that  we did not *have more of our members here  because it has been an extraord inarily  in teresting session.
The subcommittee will s tand  adjourned.
[Whereupon, at  4:50 p.m., the  subcommittee adjourned to recon

vene at the call of the  Chair.]
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House of R epr esenta tive s,
Comm ittee on Fore ign  Affa irs , 

Subcommittee on Asian  and  Pacific A ffair s,
Melville, N.Y.

The subcom mittee  met at 8:11 p.m. at  41 Pinelawn Road, Mel
ville, N.Y., Hon. Lester L. Wolff (chai rman of the  subcommittee) 
presiding.

Mr. Wolff . Good evening, ladies and gentlemen, welcome to the  
fifth in a series of h earings on the  impact of Asian imports on the  
U.S. economy held by the  House Subcommittee on Asian and Pa
cific Affairs.

This is ve ry much like the  mountain  coming to Mohammed. Our 
other hear ings  were held in Washing ton. However, we wanted to 
get a deeper  insig ht from the  working man and private business as 
to the  effect of the  import of Japa nese and Asian goods, p art icu lar 
ly, into  ou r m arke t.

As chairman of the  Subcommittee on Asian and Pacific Affairs, 
which shar es join t jurisdiction with the  Subcommittee on Inter na 
tional Economic Policy and Trade,  I feel it imp orta nt to have this 
meeting as quickly as possible so t ha t we could be p repared  for the  
so-called lame duck session which is going to be held right after the  
election. The fact is that  we had wanted to have this  meet ing in 
Washington, but  to save the  witnesses’ expense and to save the  
time of the  witnesses traveling to Washing ton, I took the  firs t 
opportuni ty that  I had available to come back to New York  to have 
this  he aring h ere this  evening.

Tonight, we attem pt to explore, in depth, the  effect of both 
imports and export s on the  Uni ted Stat es and Long Island econo
my. The testim ony will be taken from witnesses representing New 
York are a businesses, labor organizations, and private organiza
tions.

Our witnesses have  been asked to address such questions as the  
effect of Government regulation on the  Long Island  inte rna tional  
markets, the  effect of Japane se and Asian  imports on the  Long 
Island economy and  the  ability of the  Long Island  managem ent 
and labor to cooperate in building the  economy in the  futur e.

We hope th at  by holding these  hear ings  in New York, we will be 
able to add the  inp ut of th e individual workingman and the  small 
businessman to the  the  “big p ictu re” th at  we have been seeking in 
Washington.

At previous hear ings  in Washing ton, we have had the  repre
senta tives  of various industrie s affected. We had representat ives  of 
the  automotive industry.  We have had a number of economists, a
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number of people in management  and people from the  State De
partm ent and the Depar tment  of Commerce. This is the  added 
dimension of labor to round out the complete picture.

We thu s hope to gain grea ter unde rstanding of the  ways in 
which the  Federal Government can cooperate with American busi
ness and industry in promoting the  economic growth needed to 
meet  th e challenges of Asian imports.

I should note for the record that  this is an official hear ing •
sanctioned by the Foreign Affairs Committee and the  chairm an.

LONG ISLAND— CENTER OF MANY INDUSTRIES

Long Is land is the cente r of the  electronics industry  and a natu-  *
ral  leader in the  production supremacy in  the internatio nal  market 
which our  economy so badly needs. Similarly, our are a has long 
been a center of the  garmen t and  textile  industry , and we are faced 
with stif f competition  from Asia, not to mention the  competition 
th at  is t he  wings from the  People’s Republic of China.

Our hearing s have demonstrated  that  internatio nal  trade should 
be a  two-story street , and tha t there is no reason for the  American 
worker to suffer if his union and his management cooperates in 
producing the  most advanced product possible, and if the  Federa l 
Governmen t cooperates with enlightened tax policies an d far-sight
ed overseas inves tment  incentives to make us competit ive with  the 
national t rad ing  companies of Japa n and Western Europe.

The Washington hearings have focused prim arily  on the  auto 
indus try, because of the  short- term needs of the  industry as it 
regea rs to meet  Japanese  competition in the  small and the  econo
my car m arke t.

As a result  of the Washington hearings the  subcommittee ap
proved for the  House action House Concurren t Resolution 363, 
calling upon the  P resident to negotia te with the Japane se a tempo
rary res tra int on the export of automobiles to th e United States.

SPARE PARTS

The subcommittee has also explored the  potential $8 billion 
annual spare par ts business which could be produced in the  United 
States, and I hope some of our witnesses tonig ht will have some 
ideas on this point.

One of the  problems that  we do have with Japa nese automobiles 
is the fact that  unde r the ir wa rranty  program, they  will only 
accept Japanese spare  parts . It is our intent  to find out from you 
whether or not these  spare  par ts can be produced here  in this 
country for use in the  Japa nese cars. If so, then in the  lame duck 
session th at  we have, we will put  forth  a measure to ins truct our 
trade negotiator  to make this  one of the high points of the ir 
mutual trade agreements with Japan.

I hope th at  our witnesses, all, will not only give us the  best of *
the ir thoughts, but will proceed wi th fur the r actions by th e various 
representative s that they  have present here tonig ht to support the 
effort t ha t is being made by this committee.

With that,  I again welcome you all. I wan t to tha nk  my col
league, Congressman Gilman, of the  Foreign Affairs Committee, 
who unavoidably was detained up in his own d istrict.
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There  is an election going on, as I think  everybody knows. We 
are  takin g some t ime out from the  election procedure to engage in 
these  continuing hearings, but Mr. Gilman  has his trade repre
sentative here  with us this evening to s it in on this  panel.

I will also include Mr. Ed Palmer, the  staff direc tor of the  
subcommittee, as well as Congressman Downey who plans  to 
atte nd later in the  evening.

Mr. Gilman’s representat ive may proceed with his statement.
STATEMENT OF HON. BENJAMIN A. GILMAN, A REP RESEN TA

TIVE IN CONGRESS FROM THE STATE OF NEW YORK; PR E
SENTED BY ANDREW ZARUTSKIE
Mr. Zarutskie. I want to take this  opportunity  to commend the  

gentleman from New York, Mr. Wolff, chai rman of the  Subcommit
tee on Asian and Pacific Affairs, for his leadersh ip on this  impor
ta nt  issue and for holding these  series of hearings. As a member of 
the  Committee on Foreign Affairs and the  Subcommittee on Inter 
national  Economic Policy and Trade, I have  followed with great 
intere st United  State s-Japanese rela tions for some time, and have 
participated in the  ear lier  hear ings  held in Washington on this  
very subject.

The dynamics of this  problem for the  Nat ion as a whole can 
readi ly be seen in the  fact th at  one out of every six jobs in this  
count ry is directly or indirectly  dependen t on the  American auto  
indust ry.

The dramatic increase in the  importa tion of cheap Japanese cars 
over the  last decade has significantly  contribu ted to an histor ic 
trad e imbalance with  th at  nation . In 1969, the  Japane se sha re of 
the  American auto  industry was appro xima tely 2 percent . In 1980, 
that  Japa nese  share is fast approaching 25 perc ent of the  tota l 
market. The negative aspects of the  auto  imba lance  in combinat ion 
with all of the  elements of our trade rela tionship  has  resul ted in a 
trade imbalance of more  tha n $47 billion dur ing the  last  10 years, 
with  an $8.6 billion deficit in 1979 alone.

EFFECT OF MAH WAH  PLAN T CLOSING

As the Representative  of the 26th Congress ional Distr ict of New 
York, I am painfully aware of th e negative effect th at  the  current 
United State s-Japanese  trade imbalance has  had  on my constitu
ents. The closing of th e Ford Motor Company’s Assembly Pla nt in 
Mahwah, N.J., has resu lted in the  direc t loss of some 1,800 jobs in 
my district alone.

In addition, the re has been an incalculable  num ber  of job losses 
from rela ted services industries , not to mention the  economic loss 
due to reduced util ity demand and decreased t ax revenues.

In an effort to minimize  the  impact of this situation, I, along 
with severa l other of my congressional  colleagues  from this  area , 
met personally with  the President at a White House Conference on 
the  Mahwah plant closing. I also served as cha irm an of the  New 
York congressional delegation’s emergency task force on the  
Mahwah s ituation.

On the  floor of the  House of Representatives,  I have fought to 
protect and actually  increase the  funding for the  trade read just
men t benefits  to assist  those most direct ly affected. In addition, I
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have strongly supported a $750 tax  credit  for those citizens who 
purchase fuel efficient American made cars. This action would not 
only help our crippled auto indus try, but  help reduce the  balance 
of trad e deficit, slow inflation and boost the  general economy.

I am part icularly  pleased to be here  this  evening  and part icipa te 
in this  imp orta nt meeting. This forum provides us with a unique 
opportuni ty to listen and to learn from you, the  public, as to how 
this  situa tion affects the  lives of the  individual citizens of this  *
country.

Thank you very much.
Mr. Wolff. T hank you very much.
We should like to now go to our first  panel,  composed of Mr. *

Joh n Messer, the  Long Island Association of Commerce and Indus
try  World Trade Club; Mr. William Pedersen, Commissioner of 
Nassau  County Dep artm ent of Labor; Fra nk LoCascio, Secretary-  
Treasurer of Local 259, United  Auto Workers.

Mr. Messer, please lead off.
STATEMENT OF JOHN MES SER, CHAIRMAN, WORLD TRADE

CLUB OF THE LONG ISLA ND ASSOCIATION OF COMMERCE
AND INDUSTRY
Mr. Messer. Mr. Chairman, members of the  Subcommitteee on 

Asian and Pacific Affairs, I am John Messer, former chairman of 
the  World T rade Club of the  Long Island Association of Commerce 
and Industry, representing over 1,000 firms on Long Island.

I am also the  director  of commercial  programs for Grum man 
Inte rnational, Inc., a wholly owned subsidiary  of the  Grum man 
Corp., w here we are working hard to increase the  sale of our many 
products overseas. Today, I am speak ing for the  World T rade Club.

Mr. Chairman, we ta ke the presence of Japane se goods and the ir 
success in the  Long Island marke t very seriously. We welcome this  
oppor tunity to express our views.

We congratulate your committee on its concern with this situ a
tion. Mr. Chairman, we appreciate , par ticu larly, your personal ef
forts and travel to learn the  basis of Ja pa n’s expor t stre ngth at 
first hand. We share your belief the re is no sub stitute  for being 
there if one is to understand the  phenomenal business  success.

With a population of more than  5 mil lion, and over 37,000 inde
pendent businesses, Long Island ranks as a major marke t for J ap a
nese goods. Long Island imports from Japa n include not only cars 
and bicycles, television and stereo sets, cameras and radios, but 
also, machine tools, semiconductors and a wide variety of compo
nents used in local manufacturing.

Thir teen  percent, or jus t over 4,400 of Long Island’s businesses 
engage in exporting. More than  2,000 of these firms report th at  
sales to Ja pan account for more t ha n one- third  of the ir tota l export 
sales. Not counting Grumman, which is building the  E-2C for 
Japa n’s armed  forces, more than  2,000 Long Island jobs are  tied  *
directly to the sale of local goods and services to Japan.

Our surveys indicate  that  Jap ane se imports have caused very 
few job losses in our local manufacturing labor force of about 
165,000. Any job losses app ear to be limi ted to the  local electronics 
industry; specifically, in the  assembling of stereo equipment and  
the  manufacture of the semiconductors. The fact the re have been
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no claims made under the  Federal Trade Adjustment Assistance 
Act would indicate to us that  no local businesses have been dam
aged seriously by Jap anese imports.

EV EN  COMPETITION

The World Trade Club believes that  the  more serious challenge 
is to crea te an inte rna tional  climate of even competition. This 
requires firs t that  the  formidable disincentives for American firms 
to export be removed and that  Government support be made more 
consis tent with th at  of oth er nations.

The World Trade Club has campaigned aggressively to promote 
increased funding  for the  Export- Import  Bank, clarification  of t he 
Foreign Corrupt Pract ices Act, streaml ining of export licensing 
procedures, reduct ion of un ila teral trade embargoes  tied to hum an 
rights , relie f from individual overseas income t axat ion,  a nd broader 
support for th e c reation of export  trading companies.

The ability  to offer competitive financing is often the  key to 
winning a foreign sale. The Expor t-Import Bank has been limited 
in its availab le funds to promote  foreign sales and  has withheld 
loans in most cases where  overseas customers have failed to meet  
U.S. expectations  on hum an rights.

HU MA N RIGHT POLICY AFFE CTS JOBS

As you know, Long Island firms have lost millions of dollars in 
potential  business as a direct result  of the  adm inis trat ion’s trade 
policies with  respect to hum an rights. Ambigui ties in the  Foreign 
Corrupt Practices Act have led most firms to reduce sharp ly many  
promot ional activit ies such as company-sponsored factory visits for 
prospective foreign customers. The act ’s account ing stan dard s have 
added significantly to th e cost of doing business overseas.

The adm inis trat ion’s cri ter ia in procedures for export  licensing 
have caused major delays in the  expor t promotion of the  high 
technology products for which Long Island is becoming famous. We 
endorse  and applaud the  recent legislative initia tives  to limi t 
export controls to those specific technologies which are mil itari ly 
signif icant  and  which are  not readily available elsewhere.

While the  World Trade Club respects  America’s human rights 
ideals, we believe th at  mean ingfu l improvements can be won best 
by working thro ugh  the Uni ted Nations , instead of withhold ing our 
products and denying  the  American firms the  right to compete.

We support fully Senator  Chafee’s efforts to raise  t he tax  exemp
tion on personal income earned  overseas. Our current tax laws 
make it too expensive to ma intain  American employees overseas. 
This means  that  many overseas jobs former ly held by Americans 
are  now being e liminated or lost to foreign nationals.

One positive tax incen tive to stim ulate exports, the Domestic 
Internatio nal  Sales Co. is now threatene d with extinc tion unless  
Congress ac ts promptly .

Finally, we support the  legisla tion now under consideration to 
promote the  creat ion of tradin g companies simi lar to those in 
Jap an.  We believe th at  these  companies, with  t he ir added financ ial 
strength, can reinforce our presen t export  management companies
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and freight forwarders in bringing sma ller  firms into internatio nal  trade.
Japanese  manufac turers seeking American markets  are  not limited by Government imposed disincentives. They benefit directly from tne intense promotion efforts of their  government.In summary, the World Trade Club believes every effort must be made to equalize  competition here  and abroad.
Returning  to protectionism can only lead to retalia tion  which *will defeat our efforts to encourage more U.S. exports. Healthy, even competition  promises the  consumer bet ter  qual ity at lower prices. These are  certa inly  worthwhile  goals. We are  confident of Long Island industry’s ability to compete successfully anywhere athat  trad ing conditions permit.  Our  objective is to be so successful that  the Japa nese diet finds it necessary to hold hear ings  into the success of Long Island goods in Japa n.
Again, we wish to tha nk  your committee for this  opportuni ty to express our views on this  vi tal issue.
This completes my testimony, Mr. Chairman. I will be happy  to answer any questions  you may have at  th is time.Mr. Wolff. T hank  you very much.
What we are  plann ing to do here  is to have the  full panel make the ir statements, and then proceed with the  questions.Mr. Pedersen.

STATEMENT OF WILLIAM PEDE RSEN , COMM ISSIONER, NASSAU 
COUNTY DEPARTMENT OF LABO R

Mr. Pedersen. Mr. Chairman, members of the  subcommittee, I deeply appreciate  this  opportuni ty to present  a sta tem ent  to this committee regarding the  Japane se and Asian imports and the ir effect on Long Island. I thank Congressman Wolff for invit ing me to submit this  sta tement.
As Nassau County’s Commissioner of Labor, my p rimary concern is jobs for Long Island. A region like Nassau and Suffolk Counties, which ha s developed from the  desire of working men and women to own the ir own homes and  ra ise familie s in a suburban  atmosphere, must make jobs the  firs t prio rity  of a self-sufficient regional economy.

EFFECT OF JAPANESE GOODS

Viewed in that  light, the  huge influx of J apanese impor ts into the  United State s and the  Nassau-Suffolk are a has  both a negative  and a positive impact on the job economy of this region.In my judgment, th at  impact is more negative than  positive.Long Island is ideal ly s itua ted for the development of soph isticated •light indu strial manufactures such as electronics , computer software, apparel, plastics and the  like. Its labor force is highly  skilled and motivated to perform in a very  productive fashion. Its businesses, both large and small, are  owned and managed by people who have roots in our region. These businesses are, however, being *choked off by Japanese  imports in these significant ways:One, the imports  of m anufactu red goods are  cutting down on the markets  available  to t he regional producers.
Two, some Japanese  firms are  acqu iring Island-based industries  and moving the  acquired opera tion out of Long Island. With  those moves go jobs.
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One case with  which I am personally familiar  took 200 jobs from 
Nassau County.

Three, the re is a trend toward movement into the  Island  by 
Japane se firms which are  finding that  their  own inflation, coupled 
with  the  decline of t he dollar, makes it less expensive to do busi
ness here. This importation of Japanese capi tal has some positive 
effect because it does create or p reserve  jobs.

However, in many instances, these  operat ions are  limited  to 
function such as warehous ing, assembly and distr ibut ion of J ap a
nese-made goods. As a result the  jobs created are  very low-level, 
unski lled and semiskilled. They provide litt le or no outlet for the  
highly  trained  and skilled working force which makes up the  resi
dents of the working population h ere on Long Island.

TRADE ACT OF 1974

The Trade Act of 1974 recognized th at  our trad itio nal  free trade 
and reciprocal trade policies are  having an impact on domestic 
indu stry  which mus t be corrected with Governmen t help. However, 
here  on Long Island, the  24 firms which have been certified as 
eligible for financial and technical assistance und er the  Trade Ad
jus tment and Assistance program, and the  five firms which have 
actually  received such aid, are  an infin itesim al part of the import 
impact p roblem of our economy.

What is more, programs of th is sort do not protect the  viabil ity 
and the  growth of American indust ries. They merely  subsidize 
their  decline. In this  sense, they  are, in real ity, subsidies for our 
foreign competitors.

The foreign atti tude s, which overseas managem ent seeks to in
doct rina te in the ir workers , are  also con trary to the  trad itions of 
the  American labor movement.

Workers, par ticu larly in Japanese-run firms, are  trained  in a 
pateralist ic, dependent, non-self rel ian t subservience to the  en ter 
prise. American workers, part icularly union  members , are  tau ght 
to regard themselves as free contr ibutors to the  success of the  
business and to derive their  s trength from the  f ree association  w ith 
their  fellows. This att itude  has been a very vital  force in the  
economic and social progress of America.

It is, however, being weakened and destroyed by the  influx of 
imports which is reducing the  number of union  jobs with every 
new influx of Japanese and other foreign capital.

Free  trad e which puts  American jobs to fligh t is not free. The 
expor t business which comes to  America is not an adequate subs ti
tut e for a  s trong, productive domestic indust ria l complex. P ate rnal
ism will never  rep lace a f ree trade unionism.

POSSIBLE SOLUTIONS

What is the  solution?
I believe that  every decision made by Congress in the  area of 

foreign trad e should be based on a labor-im pact statement. Where 
imports will destroy  jobs, the  imported goods should be subjected to 
an ad valorem tax, based on the  actu al labor cost involved. This 
tax should be sufficient to increase the  cost of importation to the
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amount which a domestic producer would pay, using American workers who receive the  p revailing wages in the ir indus try.
Foreign purc hase rs of American businesses who chose to move an ente rprise out of the United  States should be assessed by a job flight tax. The moneys realized from both of these  taxes should be used to augm ent the  unemployment compensation, job retraining, and caree r r ehabili tation for the worker who loses his job.
Long Island has a great future. There is room here  for both  *domestic and foreign business. But to prese rve our economy, we must and should requ ire the overseas business to car ry its fair  share of th e cost of protecting Am erican jobs.
This is no more tha n our businessmen are  required to do when *they  deal in other countries. It is only fai r th at  foreign businesses who import goods and  capita l to the  United States do likewise.Thank you very much.
Mr. Wolff. T hank you very much, Commissioner.
Mr. Frank LoCascio, secr etary-treasu rer of local 259.
STATEMENT OF FRANK LoCASCIO, SECR ETARY-T REASURER,

LOCAL 259, UNITED AUTO WORKERS
Mr. LoCascio. Thank you for allowing us to come to testify before your committee on the ma tte r of th e Asian imports , prima rily affecting th e auto  industry.
As you know, Doug Frase r, vice p resident of the UAW, has been testifying before congressional  hear ings  on the  foreign car  import problems, primarily  the Japanese imports.
What happened when the  gas crunch came in 1979, was t ha t the  consumer panicked and record numbers  of foreign cars, supposedly fuel efficient, were sold, even though fuel efficient domestic cars were available. The public’s att itude was th at  the  American car was a gas-guzzler and, unfo rtunately, we are  stuck with  our history.
The UAW had 220,000 workers on indefinite labor. The guess is that very few of the se workers  will be ca lled back.
Japanese  auto exports for 1980 will climb past  our domestic sales for the  firs t time in 3 years. Japa n is now the  world’s top auto  manufacturer.

IMPORT RESTRICTIONS

The domestic indu stry  needs import restr iction s, whether it comes volun tarily  or Government  imposed. Foreign car makers are  determined to exploit the  American car  market.  Sales of imported  cars are expected to reach 2.2 million thi s year. A UAW proposal »will be to limit this  to 1.7 million, which was the  level of sales during 1975 and 1976.
Fur ther, to raise  the duty charged to 20 percent of the  U.S.Customs value instead of t he 2.9 percent. Imports account for 29 percent of all U.S. car sales. Only a few years  back, it was 18 *percent. In the  State of California, the  percentage  of foreign cars reached 50 percent . Nowhere in the  world can you get such a barga in, where the  number  of ca rs you import are  unre stricted  and the duty  is practically nil.
We can’t do th at  to Japan or, fo r tha t ma tter, any other count ry, and yet, they can do it to us.
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England, France, and Italy  have worked out car limits with  
Japan.  West Germ any is now in the  process of doing the  same.

IND USTRY AT FAU LT

The Ford Motor Car Co. learn ed in 1977 th at  Japan  was building 
up its production capacity so it could pour automobi les on the  
American market,  and Ford could not convince our Government to 
move ag ains t this  th reat  on the  American car  industry. The blame 
is not ent irely the  Government. Industry is main ly at fault.  It did 
nothing to change its hab it of producing, mainly , big cars.

It learn ed noth ing from the firs t gas crisis. The consumer went  
back to driving big cars  and big cars mean big profits, and the  a uto 
companies were not abou t to  cu t down on profits.

When the  1979 gas crisis came, the  industry was tota lly unp re
pared to cope with it and found themselves saddled with  large 
inventories  of big, gas-guzzling monsters. Sales of all domestics 
virtually came to a hal t. Meanwhile, the  foreign imports had a run  
on the ir markets , wait ing periods going from 4 months to 8 months 
on some models.

Jap an,  if i t wants to display moderation  and  self-control, can cut 
down on its shipmen ts of cars to the  United States . Unless Jap an  
adopts a volu ntary res tra int , or agrees  to build cars in the  United 
States , it faces rigid legislation restrictions; sent iments now seem 
to be building up arou nd the  country. It is argued the  modest 
reduct ion of 500,000 units would re turn  70,000 to 100,000 workers 
to the ir jobs.

LOCAL EFFECTS

How has all of this  affected us locally?
Our membership  has  dropped 20 percen t. One plant th at  manu

factu res auto  transmission par ts had, at  the  heig ht of it s business, 
500 employees, and  since the  gas crisis, th at  num ber of employees 
has gone down to 250. There has been rough ly a 25 percent dealer 
mortal ity in the  State. Some of these dealers span over two and 
three generations.

The Internatio nal  T rade Commission has  been hearing  te stimony 
from all sides involved in this  matt er and  mus t decide whe ther  
Japanese imports are  the  major  cause of inju ry to the  American 
automobile industry,  causing the  unem ployment of 220,000 auto 
workers, and if we were to add all those workers whose jobs depend 
on the  auto worker and  have them  laid off, the n we are  talk ing 
about over a million workers th at  have  been, unfo rtunately, laid 
off because of the  Ja pan ese  imports a nd the  effect i t has had on the 
American car market.

It is tur e th at  we do have automobi les th at  pre tty  much eith er 
compare, if not surpass those of the  Japa nese models. Unfor tunate
ly, we have not been able to produce them  at  such record numbers  
to satisfy  all the  public ’s needs. The plants  th at  do produce these  
cars  are  run ning two full shifts with  overtime.  They claim that  
with in the  next 2 years , we would be able to catch up with  the 
foreign car ma rke t and  bring back, probably, the  import perc ent
ages down to about where it was in 1975, and that  was abou t 18 
percent .
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Of course, it is also a myth  t ha t the  Japanese automobile is a gas 
efficient automobile, if not a b etter one.

If there cannot be a voluntary res tra int  on the  part of the 
Japanese  Government; if they cannot see building plan ts here that 
will employ American laid-off workers, and if they persist on 
taking a hard-nosed stand,  and I can ’t see us allowing this to 
happen, the n I am in favor of passing w hatever res tra ints we must 
pass on to  them  in order for us to ju st get back to where we were.

Thank you very much for allowing me to come here  to testify 
before you.

U. S.  CARS OVERSEA S

Mr. Wolff. Thank you, Mr. LoCascio.
We will operate here under the  congressional 5-minute rule  of 

questioning. I will proceed first, and  hope that  my counsel here 
will call a ha lt to my questioning when the  5 minutes  arises.

First of all, Mr. LoCascio, I would like to ask about  a number of 
the small cars that  are being manufac tured by American compa
nies overseas today. We see a number of the cars th at  are  adver
tised for sale in the  United States by American companies, but 
they are being manufactured in Germ any and man ufac tured in 
othe r countries.

Why is tha t?
Mr. LoCascio. It is difficu lt for me to find  th e right answer . I can 

only think of one thing that  at  the  time  that  the  Amer ican man u
facturer  was looking for the  foreign market,  he, of course, had to 
invest into these foreign countrie s a nd put  up  plants.

The Ford Motor Car Co. has been getting the  Capri, which is 
part ially  built , if not more tha n par tial ly built , in Germany. Tha t 
has been going on for many years.

These are  markets, I believe, th at  were developed before the  real 
problem h it us, which has been in the  last  4 or 5 years.

As for the  reasons they are  be ing bui lt in the  foreign countries, I 
jus t don’t have t he righ t answer for you. I couldn’t give you a trul y 
informative answer on tha t.

Mr. Wolff. One point in the  trip s that  I made to Jap an  in 
attempt ing to discern the ir labor costs, one of the  reasons th at  had 
been given for the lower cost of Japa nese automobiles in the 
United States , if there  is such a thin g today as lower cost, has been 
the  labor cost. Yet, there is not th at  great disparity any longer in 
the labor cost in Jap an as ther e is in  the United States.

I am talking, now, not of the  cost of the hourly  wage. I am 
talk ing about the fringes, the  securi ty benefits  and everything else, 
and the ir lunch  programs, which all add up to a high labor  cost.

Why is the re a dispar ity, then , in the  price of the  cars? Could 
you give us an answer to tha t?

japa n’s subsidies

Mr. LoCascio. From wha t I have been told, it is j us t like wha t 
we read about, steel being dumped on the  American market.  In a 
way, ther e is some sort of subsidy th at  gets back to th at  manu fac
turer.  What form, I could not tell you, but  they  are,  and I would 
say that  we could not. They could not really sell that  car  for what
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it is being sold for in the  United States if it were tru ly priced 
properly  and honestly. It would have to be much more.

I believe that  they  are  being subsidized by the Japane se Govern
men t in some manne r and/o r form, and it allows them  to produce 
these  cars and dump them on the  marke t here. For then , it is no 
longer an attr act ive  price.

You go and buy a Honda, and you wan t to put  a few tr immings  
on it, you are  talk ing about  $8,000, $9,000. A Honda, to me, is like 
a superdeluxe lawn mower. I jus t don’t underst and  it, but I believe 
it is the  Japanese Government that  has worked out some kind of 
subsidy for these  m anufacturer s th at  allows them  to do tha t.

SMALL PARTS

Mr. Wolff. T hank you, Mr. LoCascio.
Mr. Messer, you recently  had—and I would like to ask this  of 

Mr. Pedersen as well—we recen tly had a visit by some Japane se 
small par ts man ufac ture rs or purchasers on a purchasing mission.

What happened w ith th at  mission?
Mr. Messer. I believe this  was an effort  on the  pa rt of the 

Japa nese to exercise some re strain t. The basic question was:
Why can’t you buy American par ts for your Japa nese car? Many 

of them  are, in fact, or should be interchangeab le and can be 
locally produced, probably for the  same or less because of the tota l 
volume. I believe it was found that  as many as half of the  par ts of 
some makes could and should remain in the  United States . I would 
expect the  Japa nese to move in this  direction within the  next 3 to 
4 months.

Mr. Wolff. Mr. Pedersen?
Mr. P edersen. I concur with Mr. Messer in th at  regard.
There  is one thing t ha t I would like to make  clear. I t hin k Fra nk 

spoke on tha t, too. That is th e produc tivity  end of it.
The American worker has a much gre ate r intere st in productiv

ity tha n the  Japanese . They are  pate rnal istic . They get a job in 
Jap an  and they  have the  job for the  res t of th eir  life. While here, 
we have a free enterprise  system. We have t he  unions and, cer tain 
ly, we have the  f ringe benefits. These fringe benefits  a re incentives 
for productivity. The American worke r has far  outs tripped the 
produc tivity are a of the  Japanese or any oth er nation in the  world.

Mr. Wolff. I yield to counsel.
Mr. Pedersen, I am fascina ted with  your las t sta tem ent  on the  

lack of produc tivity consciousness on the  pa rt of the  Japanese 
worker.

Mr. P edersen. I said, I th ink our productivity is grea ter.

U.S. STANDARDS DON’T MEA SUR E UP

Mr. P almer. I wouldn’t question tha t.
Are you familiar with  the  fact th at  in the  small par ts business, 

the re has been some criticism by the  Japane se that  one of the  
reasons for not importing  more American par ts is that  American 
quality and stan dards do not measure  up to Japanese qual ity and 
standards?

I address th at  to Mr. Messer and to you, Mr. Pedersen .
Mr. P edersen. I would have to disagree with  that .
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Mr. P almer. Are you aware  of t ha t statement?
Mr. Pedersen. I have h eard  it, but  I disagree  with it.
Mr. P almer. I see.
Mr. Messer?
Mr. Messer. I am aware of the  statement. I would put it in a 

slightly  di fferent te rm.
Grumman has made efforts in the  past to sell in Japan.  We have 

found th at  they are  very discr iminating  consumers. Perhaps more 
tha n the  question of qua lity, the ir tastes are  slight ly different . We 
experienced this in Europe where we made efforts to sell our 
products. We think Amer ican products  are  extremely  well made.

On the  other hand, we did find out the  French were very con- *
cerned about how large  the  wine rack was on a sailboat . We did 
not foresee tha t. The popu larity of our boat was a direc t reflection 
of these  kinds of things.  These are  things that  exist in the  Japa 
nese market that we have  ye t to  learn.

U.S . EXPORT BUSINESS

Mr. Palmer. Mr. Messer, in your testimony, you described 13 
percent , or just  over 4,400 of Long Island’s businesses, engaged in 
export. I wonder, do they consider themselves doing poorly or well, 
and do you have any specific recommendations they  have given you 
on how they could do be tter in J apan?

Mr. Messer. Clearly, they  would like to do bet ter.  There  is no 
question.

I believe the  efforts to sell in Jap an  are,  in fact, a recen t thin g 
for most American firms. Congressman Wolff has  been very active 
in opening new areas for Amer ican firms in the  telecommunica
tions field. These are  the  kinds  of things American firms wanted.

Given th e competitive and even environment, the  Americans will 
bid and win. I am convinced of tha t. That is the  chance and the  
oppor tunity most American firms want.

foreign plants in united states

Mr. Palmer. Mindful of my own time, my las t question will be 
addressed to all three of our panelist s. I would like the ir individual 
reaction to the following:

If Honda announced they  were going to open up a plant on Long 
Island tomorrow, as they have in other par ts of the country, wha t 
would the reaction be, and wha t conditions would you set from 
your individual  viewpoint?

Mr. LoCascio. *
Mr. LoCascio. If Honda were to announce it was opening up a 

plan t, a manufacturing plant in our country, it would certainly  be 
welcome news. In  fact, it does have  a pla nt righ t now-----

Mr. Palmer. I am talk ing about  Long Is land, sir.
Mr. LoCascio. It would be welcome news. I cert ainly would be 

rooting  for them to open here  on the  Is land.
Mr. Palmer. Mr. Pedersen?
Mr. Pedersen. Again, I will agree with  Fran k. Coming out of the  

building indus try, I would certa inly hope it would be a new b uild
ing they would be putting up.

Mr. Palmer. Mr. Messer?
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Mr. Messer. I agree completely with wha t they  said. I will go one 
step further;  I hope they all build new homes.

Mr. Palmer. Mr. Chairman?

EXPORTING U. S.  PARTS TO JA PA N

Mr. Wolff. I would like to ask, since the  Japanese had the  trade 
♦ mission here, as an import mission, w hat about our sending a trad e

mission to Jap an to try  to sell them  on some of the  American 
parts?

Mr. Messer. Clearly, I think  that  is in order. I will not be at all 
w surprised if such  a mission were put  together. I would expect it to

consider representa tives  of th e par ts man ufac turin g indu stry  of the 
United States and, in my opinion, probably, represen tatives of th e 
union, who I think cont ributed very definitely in that  campaign.

Mr. Wolff. Maybe you can take  the  lead here, Mr. Messer, on 
Long Island and see if  we can’t do something like tha t.

Mr. Messer. The World Trade Club will certainly take your 
suggestion un der considerat ion.

Mr. Wolff. T hank you.
Mr. Nelson?

AM ERICA N TIRE DEALERS

Mr. Nelson. T hank you very much, Mr. Chairman.
I have one quick question. Do th e Japanese or o ther import autos  

come with foreign or U.S. tires? Is the re any requiremen t in this 
area; should the re be one, and finally, if there  were one, would that  
affect Long Island business?

That  question was addressed  to Mr. LoCascio.
Mr. LoCascio. You a sked if the Japanese impor ts come with  U.S. 

tires?
Mr. Nelson. With U.S. rubber, or Japanese , or others?
Mr. LoCascio. I believe they come in with  Japa nese rubber.
Mr. Nelson. My basic question is:
Do you think  it would be helpful to requ ire that  they have  U.S. 

rubber?
Mr. LoCascio. It wouldn’t affect the  economy here  on Long 

Island since most of th e rubber man ufac turing plan ts are  eit he r— 
in fact, very few are left in Akron, Ohio. They have moved down to 
the  sun belt. The immediate  effect on Long Island  would not be 
felt.

Mr. N elson. Then, as a national  measure, it might  be useful, but  
it certa inly  would not help American tire deale rs on Long Island? 

« Mr. LoCascio. Not on Long Island; only as an after-p roduct kind
of sale for them. In other words, it would be the  replacem ent of 
original equipment. You would set up some tire storage  here that  
would ca rry the  type tir e used on t ha t par ticula r model, bu t th at  is 
about all.

A Mr. Nelson. Mr. Messer, as a free trader , wha t would be your
reaction to th at?

Mr. Messer. In the  long run, it would add to the  cost of the car. 
You would have to have  use requ iring  additional American tires.  It 
is tru e that  the re would be a one-time bid for tires for such im
ports. I would assume  the  American marke t would continue to 
supply all of the  new tires.
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I can see that  it would add to the  cost, and I think that  for the  
World Trade Club, one of our concerns is the conta inment of infla
tion, and as you mainta in competition  in the  marketplace, I think 
tha t is the  st rongest force to control inflat ion that  we have.

Mr. Wolff. I have one final question.
One of the  problems the United States has in selling cars in 

Jap an is the  fact th at  we do not make a right-hand-drive car for 
them; am I correct in this? *

Mr. LoCascio. I believe that  might  be one of the  issues, b ut no a 
major issue. I think  it is really the  cost of the  automobi le that  
makes it almost  prohibitive to buy in Japan.

GREATER ACCESS TO JA PA N ’S MARK ET

Mr. Wolff. That is because of the  tax, the  impor t duty placed on 
it.

As I understand from previous hear ings,  one factor  that  was 
involved was th at  th e initia tive for a  sm alle r m arket as would exist 
there makes it impossible for the  American manufactu rer to make 
a right-hand-drive car, since the  Japanese use right-hand-drive 
cars.

Mr. LoCascio. Tha t would be one of the problems.
Mr. Wolff. Is the re any area you thi nk  we can mandate  for the 

Japanese in our trade with them  t ha t will provide g rea ter access to 
thei r market? I don’t know whe ther  th at  would be possible or 
whether or not it would meet with  a ny kind of problems. I am just  
not quite sure. That is one thing t ha t confuses me in the  test imony.

Mr. Messer, you said no firms here  had any applications, and 
yet, the  Commissioner did say the re were some applica tions that 
were a t hand. Could we get a c larification of that?

Mr. Messer. My sta tem ent  rela ted exclusively to the  subject of 
Japan . There  are  others that  rela te notab ly to South Korea and 
other Asian markets.

The best inform ation that  I have is th at  none were contr ibuted 
exclusively to Japan.  The sta tem ent  is narrowly correct; I believe 
in the broader sense of all imports, the  Commissioner is correct.

Mr. Wolff. Thank you ve ry much, gentlemen. Is there anything 
you would like to add? Would be happy  to include it in the  record.

I take it, you would not object th at  if we have any fur the r 
questions, we could put them  in writing?

Mr. LoCascio. Not a t all.
Mr. Pederson. T hank  you.
Mr. Messer. Than k you.
Mr. Wolff. The next panel will include Mr. Parr ington, Mr. *

Maisel, and Mr. Trenz.
Our leadoff for this  panel is Mr. Eugene  Parr ington, pres ident of 

local 25, Inte rnation al Brotherhood of Electrical Workers, who is 
our host tonight.

We thank you very much for th e use of the  hall. You have saved *•
the Government a  few dollars.

Mr. Parrington. You a re quite welcome.
Mr. Wolff. Do you have  a  prepared s tatem ent?
Mr. Parrington. I have a shor t statement. I don’t have a sta te

ment as lengthy as some of the people have.
Mr. Wolff. We appreciate the brevity of your s tatem ent.
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STATEMENT OF EUGENE PARRINGTON, PRE SIDE NT, LOCAL 25,
INTERNATIONAL BROTHERHOOD OF ELECTRICAL WORKERS
Mr. Parrington. I would like to thank you for bring ing this  

hearing  to Long Island.  We always seem like we are  the  append ix 
of the  United States. We h ear  what is going on in Washington and 
Albany, and  ve ry seldom do we have the  o pportunity to par take on 
Long Island, so you have my deep appreciation for th at.

I will read  my sta tem ent now.
My name is Eugene Parr ington. I am the  pres ident of local 25 of 

the  Inte rna tional  B rotherhood of Elec trica l Workers.
My fir st comment I would like to make  is t ha t a be tte r name  for  

this  p art icu lar  hear ing could be: “the  Im pact  of Exported American 
Jobs to the  Japane se and Asian Labor Market on the  Economy of 
Long Isla nd” . That is really  what  i t is all about.

The IBEW represents  e lectrical workers in every phase  of e lect ri
cal work, from wiring a bungalow, an indust rial  plan t, to the  
man ufac turing and installa tion  of te lepho ne systems, to the  manu
facturing of televis ion and radio sets and the  generatio n and  t rans 
mission of elect rical energy  from powerhouses to your homes and 
businesses.

EFFECT OF IMPORTS

Every time  an import from a foreign country  enters this count ry, 
it represents a loss to an Amer ican craf tsman in employment and 
wages. This loss of a  job take s the  A merican worker off the income 
tax  rolls of both the  Sta te and the  Federal  Governments, causing 
an ultima te loss to these agencies in revenue needed for services 
and improvements.

An example of th is loss of jobs as related to Long Is land  was the  
denia l to the  Long Island  Light ing Co. to build a nuc lear  power
plant on Long Island.  The power network will now tie in to a 
nuclear powerplant in Canada bui lt by Canadians. The loss of 
employment to Long Island elect ricians will approxim ate 1,000 
man-years of work. That is a lot of tax  revenue New York Sta te 
and Long Island could use, and the  American worker could use too.

I feel th at  any item th at  can be man ufactur ed in the  United 
States th at  is imported should have  a duty imposed on them  to 
bring  them into competition with  American labor.

Tha t completes my formal stat eme nt.

HIG H-T ECH NIC AL ELECTRONIC FIELD

I would like to add th at  we do lose jobs in the  high-technical 
electronic field. If they were to build  plants  on this  island, we 
would be in on the  cons truction of those plants. When they are  
bui lt in Jap an, we don’t have any  pa rt in those plants being built. 
We are  involved in any  type of cons truct ion on Long Island.  We 
would welcome Honda or Datsun, as we brought out before, to 
Long Is land, bu t specifically, I would like to make  a comment that  
I would like to see Amer ican labor  engaged in the  const ruction of 
the  p lan t a nd also t he  runn ing  of th e plant .

Mr. Wolff. T han k you very much, Mr. P arringto n.
Mr. Trenz, you m ay proceed.
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STATEMENT OF JAMES TRENZ, PRE SIDENT , LOCAL 463, INTER
NATIONAL UNION OF ELECTRICAL, RADIO, AND MACHINE 
WORKERS
Mr. T renz. Thank you ve ry much. I don’t have a prepared  sta te

ment. I will have to speak extemporaneously.
I wan t to tha nk the  chairman for taking time out in a busy 

election yea r to address his atte ntio n and the  a ttention of Congress *
through his subcommittee to this  all imp orta nt problem of imports 
and the ir effect on jobs.

I had the  occasion this  a fternoon to meet Pres iden t Carter, and I 
introduced myself and told him, “I am from the  IUE, and  we are ,
very much concerned about  imports;” and we are  also concerned 
about his reelection.

He commented that  they  both go together. I hope th at  certa inly 
is the case, because we certainly need some relief.

I thin k it is appropria te to commend you, Mr. Chai rman , for the 
traveling t ha t you have done. Sometimes people-----

Mr. Wolff. Some people criticize  tha t.
Mr. Trenz. I saw that  on TV, as a ma tte r of fact. It struck me 

stran ge tha t, obviously, the  one who is m aking the criticism hasn’t 
trave led very far; I th ink —wha t is it, from Connec ticut to here? In 
the  ne ighboring  st ate anyway.

To travel  into the foreign countries, and I have traveled  throu gh 
Southeas t Asia and into Jap an  and  into some of these countries we 
are  talk ing about, and in Europe and  through Africa, and it is 
quite arduous, and it is not a kind  of vacation and I am talking 
about traveling on behalf of my consti tuency as you did on beha lf 
of yours. I think  t ha t it is really shocking to be criticized for going 
to Turkey,  for example, as you did, to stop the  poppy sales, to cut 
out some drug traffic in the  streets of New York and the  byways 
and towns of Long Island, and save untold  lives, which you can’t 
measure, and the  anguish  t ha t comes from a family th at  is afflicted 
by drugs.

You are  certa inly to be commended, and I hope you keep that 
kind of tra veling up. We need more of i t in America, to be able to 
save the  youth  in this  Nation as well as address  ourselves  to the 
problem of jobs for their  adults.

I want to say too, th at  in  my trav els -----
Mr. Wolff. Excuse me. If I could use that  in a commercial, I 

would like  tha t very much.

COMMUNIST UNIONS
4

Mr. Trenz. I have no copyright on tha t. I thi nk  it needs to be 
said.

Talking about  trave l, I was on the  Chinese border too and in 
Hong Kong, and it so happens th at  in Hong Kong they  have 
departm ent stores th at  are  owned by the  Communists and they 
don’t have unions there. They have Communist associations.

The prices in the  Chinese stores—this goes back to 1973—in the  
Chinese departm ent stores, the  prices were cheaper than  wha t the 
local merchants  in Hong Kong were selling the  products for.

If we think  we have a problem with  Japan,  we b ett er watch out 
wha t comes from mainland China, unless we begin to do something
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in term s of nationa l policy, through your committee and thro ugh  
the  Congress of the  United  Sta tes.

I think  the re is beginning to be some aware ness on the  pa rt of 
the  public officials th at  th ere  is a problem, because only recently  in  
New Jersey, when someone discovered th at  the  Sta te of New 
Jersey  was going to buy 450 Datsuns for the  use of public officials; 
when the  word leaked  out, the  legis lature there, with in a record 
time  of 5 days, passed a law, they  had to buy American, which 
real ly was a purchase in excess of $3 million. I think  the  tide is 
beginn ing to mount and the  message is beginn ing to get across. 

UNEMPLOYMENT

It so happens th at  the unemploym ent th at  is being caused by the 
imports is adding to the  inflation. I hea rd testim ony here  abou t 
being concerned about  inflat ion. Tha t is why they are  concerned 
about imports, and  tha t is why we should have free trade .

For every 1 percent of unemploymen t in this  Nation , it adds $17 
billion to the national deficit. When the  G overnment  runs  a  deficit, 
it has  to print more dollars and th at  is inflation.

I submit, Mr. Chai rman , the  best way to fight  inflat ion is to 
crea te jobs so th at  inste ad of having people on welfare, drawing 
from the public trough, to the  cont rary,  they  are  cont ribu ting  to 
the  public welfare, and by the ir taxes and by their  being able to 
work. It is very  im por tant to us.

It is also a job-creating  proposition. If we can generate export 
sales, no question about  it, for every $1 billion in export sales, we 
will c reate  30,000 jobs.

REPLACEMENT MARKET

Now, it so happens th at  t he  Japanese car  replacem ent marke t is 
worth  $8 billion. Now, we, as American man ufactur ers,  and I rep
resent workers  who make  c ar parts , if we can get into that  m arket, 
if Americans can assume  th at  $8 billion market,  th at  is 240,000 
jobs. Tha t is almos t as many  jobs as were laid off in the  auto  
indus try. There is a  lot at  s take  here  for the  future  of our country. 

ja pa n’s business and  gover nm ental rela tions

You talk abou t fair  trade  and, you know, it is really a myth,  
par ticu larly in Jap an.  I was in Jap an;  I visited companies in 
Jap an.  I met with  unions, managem ents  and governmen t officials. 
Jap an  is Jap an,  Incorporated. They have  no an tit rust laws in 
Jap an  like we have in the  United States . They will divide up the  
ma rke t under Gove rnment supervis ion as between big manufactu r
ers. The Governmen t will see to it th at  the  industrie s got the  
prope r financing, par ticu lar ly for exporting. It is almost like a 
mil itary campaign in term s of the  targets that  a re set out.

The whole cul ture  and the  whole system of big business and 
par tne rsh ip with  Government under the  leade rship  of Government 
is completely different than  wha t we have in this  country . You 
can’t compete aga inst  th at  with  an idea about fair  trade. The kind 
of p roducts  we are  trying to bring  into the  Japane se market; that  
is wh at we would like to do. We would like to ge t into the  Ja panese  
market.  We would l ike to get into the  Common Marke t.
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The Common Mar ket does not make the  same mistakes we do. 
They have import  quotas  as to television  sets, and on automobiles; 
no question about it. They will tell  them  how many they  could 
bring out.

We have orderly  marke t agreements which are  honored  in the  
breach, which are exceeded. Then,  when we star t to make a fuss 
about it, like what has happened in steel, they  go into a different 
kind of steel. They get a round it; l ike a specialty  steel .

We really are  very naive in this  country.  Either  we are  naive, or 
those mul tina tional corporations th at  benef it by this  wan t to have 
it th at  way. The Congress is not listening. The Congress is not 
listening and it is about time they  did begin to listen.

LOCAL LOSS

I will show you the  loss in term s of local people. I have here  a 
newspaper clipping from the  New York Times, Friday , June  27, 
1978, Business Day. It has a big picture about  one of the  plants 
that  I represent,  t he workers which I r epresent in my local. “Reces
sion at  a Brooklyn Plan t”. Brooklyn is on Long Island. Some of 
those people live here  in thi s are a and, certa inly , in the  general 
metropolitan area.

Forty percent laid off by a uto  par ts man ufactur ers,  it was a real  
dram atic thing th at  t he  New York Times would go down and take  
pictures in the  plant and interview  the  owner or the  manager  of 
the  p lant.

He points out th at  they  had  an inven tory build-up, and that  in 
order to flush out the  inventory they  had  to lay off—these  are 
par ts not only for original equipment man ufac ture rs, but for the  
replacement market. Tha t is the  $8 bi llion marke t that  the  Japa 
nese are  holding down.

I subm it that  the ir par ts are  not any bet ter  quality-wise tha n 
ours. On the  contrary, if you look at  replacements that  this  com
pany manufactures  and compare them  to w hat I have been in some 
Japanese-made cars, I submit  ours are  superior.

AMERICAN WARRANTIES

Mr. Wolff. Do we permit , on American war ranties , to use Japa 
nese parts? Does anyone know?

Mr. Trenz. What happens with  a warranty  is that,  or with  any 
of the  replacement parts , you buy a car, something goes wrong 
with it, the  hose clamp, the  thermostat ; you bring  it in to be 
repa ired by the  w arrant y or otherwise. The mechanic , the  suppl ier 
will normal ly, if he has it at  all in stock, wil l rep air  th at  p art  w ith 
the  p art  th at  came out of the  machine.

You are self-defeated by having Japane se par ts which they  won’t 
permit  us to, by licensing or otherwise , to supply. As a ma tte r of 
fact, th at  is one of the  points  I want to make th at  this Congress 
should address itse lf to; th at  is the  question of local content laws. 
We need local conten t laws. We need them  to encourage Japa nese 
local p lants  here.

We should, by law, provide, just as other countries  do—Mexico 
does; the  Common Market does—the  Japanese never let you get 
into the  door. They don’t have  to worry about local content , be-
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tween the ir tar iff  and  wha t have you. You canno t compete in that  
marke t because they  have barr iers . They talk free trade. We prac
tice free trade and they  practice tariffs . Wha t we need is local 
content  law.

If you are  going to sell in the  American market,  you ought to 
employ American workers  making a cer tain  portion  of th at  par tic
ular product; th at  is to say, th at  would be made in this  coun try so 

, th at  workers who are contribut ing to this  economy can benefi t by
the  sales in this  market .

Mr. Wolff. May I ju st inte rrupt?  You have been so nice in your 
sta tem ent  to me. I am going to have to call time at  this  point.

’ CHANGE TAX LAWS

Mr. Trenz. I will try  to bring  it  to a conclusion.
I would like to make two points:
One, we ought  to change  the  tax  laws so the  mul tina tion al 

corporations are  going to be taxed  on the  profits they  make over
seas. The existing tax legislation provides that  when they  repa tri 
ate  the  profits, at  th at  point, they  are  taxed. Therefore, they  have 
no incentive to rep atr iat e the  profits and reinvest  them  in local 
U.S. man ufactur ers to upgrade the  level of American indus try; to 
revita lize it.

To th e cont rary,  they  expand abroad so as to evade the  taxation.
The final point  I wan t to make, workers in this  plant, forty 

percent laid off, as the  Times article indicates, should be covered 
by the  Federal Trade Adjustment Assistance Act as they  are  not 
now. We do not have SUB as they  do in the  auto  indus try. They 
are  left to the ir own devices. They are  cert ainly hu rt by imports 
and should be covered by th at  legislat ion.

Tha nk you.
Mr. Wolff. T hank you.
We will proceed w ith Mr. Maisel.

STATEMENT OF JACK MAISEL, LEGISLATIVE  DIRECTOR, NEW
YORK STATE COUNCIL OF MACHINISTS, INTERNATIONAL AS
SOCIATION OF MACHINISTS & AERO SPACE WORKERS, AF L-
CIO
Mr. Maisel. T han k you, Congressman Wolff.
Mr. Chairman, distinguished members of t his committee, tha nk 

you for inviting me this  evening to express  and pres ent the views 
of New York State Council of Machinis ts with respect to the  impact 
of jobs in our State resu lting from importing and export ing of trade

* from Asia and those  nations in the  Pacific.
* We welcome the  opportunity before this commi.tee becau.^ . 

know of few Congressmen so concerned, dedicated , and willing to 
correct injustices and  unfa irne ss that  exist as th at  of R epresenta
tive Leste r Wolff from the  Sixth  Congressional Distr ict from the

« great State of New York.
In New York State , the  Machin ists Union has contracted  with 

employers  in virt ual ly every county  covering a wide range  of serv
ices and products  for industry,  consumers, and the  Department of 
Defense. We have over 100,000 members in the  State.

On almost every occasion, whenever I meet  with  our member
ship, I can tell you they  are  besieged with worry and fear that
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the ir jobs may not be there tomorrow. There is a cons tant nigh t
mare that  a sign will be posted at the place of work saying, “This 
plant is closed. Pick up your check a t the  Union Hal l.”

I don’t thi nk  that  it is necessa ry to take the time to talk about 
foreign imports flooding the  market,  replac ing domestic products, 
or the  dumping  of foreign products at  a loss, or the skills and 
training of our workers fired and unneeded today, nor is it neces
sary to remind this  committee of t he  devastating and crue l har d
ships endured by those workers  and the ir families as a result  of 
being jobless.

But let me rather  say that  corpo rate America is amassing enor
mous and unpreceden ted profits while American workers are 
paying for it with  unemployment and  despair.  It should be empha
sized that  such corpora te profits were derived and obtained from 
workers’ labor in the  United State s and  t ha t profits are  being used 
to build factories  in Asia and the  Pacific region of the  world, 
thereby throwing out American labor  a t the  same time.

It is American capital, American technology, American engineer 
ing, American ingenu ity th at  is being exported while impor ting 
unemployment in our shops and factories. American workers can 
no longer finance  th eir  own destruction.

REC OMMENDA TIONS

Enough for the  damage, and I suspec t this  is pa rt of th e reason 
for this  hear ing. Let me continue with  recommendations to this 
committee.

Firs t, to vigorously implem ent, with out delay, the  provisions of 
the  Full Employment and Balanced Growth Act of 1978, bet ter  
known as the Humphrey-Hawkins Act.

Second, legislation dealing w ith pla nt closings and relocat ions as 
introduced by Senator Donald Reigle of Michigan and Represen ta
tive William Ford, also of the  same State.  Again, I will not go into 
detai l as I am confident this  committee is very familiar  with  the  
provisions and purposes of both pieces of legislation. It has been 
spoken about. Most people should know it. It deals with  t he  impact  
of w hat happ ens to workers when the  company they  are  working 
for leaves them  stranded, the  people in the  community, and the 
devastating effect it has on th e ent ire  community.

Finally, I will state severa l of the  proposals of the  Machinists 
Union as they  rela te to inte rna tional  trade, tax, and ta rif f policies 
unde r the  tit le of what  we call “American Needs A New Trade 
Policy.”

New legislation is needed to regulate imports and expor ts in 
short supply throu gh export controls, tax  policies, import relief  
provisions, and stric tly enforced labeling as to the  country  of 
origin.

Provisions in existing laws, specifically item 807 and  806.30, 
which resu lt in the  export of American jobs should be repealed. 

TRADE ACT OF 1974

Provisions in the  Trade Act of 1974 to aid U.S. production and 
jobs—the escape clause, the  provisions against unfair competition, 
et cete ra—must be enforced to help build  strong  American indus-
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tries and save jobs. Quotas on shoes, color TV sets, text ile products, 
men’s and women’s clothing, rubber, among others , are  essent ial.

The Overseas Private Investment Corporation, a Government 
agency that  insures the  inves tments of U.S. firms and banks , must 
be abolished.

Foreign grant, insurance,  and loan programs should be super-
♦ vised in t erm s of the  U.S. in terests at  home as well as abroad. This 

means that  the  Eximbank loans, guarantees,  and insurance activi 
ties should be carefu lly limited both in amount and the  author ity  
to expand the  aciton.

4 Title V of the  T rade Act of 1974, which permits over $3 billion a
year  in imports without any tarif fs for any products  manufac tured 
by cheap foreign labor, must be repealed.

Tax loopholes and incentives for mul tina tion al corporations  to 
move abroad should be ended, the  tax  defe rral halted, the  foreign 
tax  credi t repealed, and  the  Domestic Internatio nal  Sales Corpora
tion abolished.

INCENTIVES

I would like to ju st emphasize the point of incentives , why Amer
ica gives incentives to the  corpora tions and the  wealthy and super
rich is ce rtain ly unw arra nted . There is absolutely  no reason for the 
well to do and the  weal thy and the  mul tina tion als to get any  kind 
of incentives, only in the  hope, or in the ir strategy,  th at  it may 
trick le down or may come down to some poor guy making the 
minimum wage; maybe he will get a ha lf dollar more at the  end of 
the  year.

Tax incentives should go to the  middle classs and the  poor, 
especially, not the  rich.

Again, Congressman Wolff, I tha nk  you for the  opportunity of 
speaking before this  committee on beh alf of the Inte rna tional  Asso
ciation of Machin ists & Aerospace Workers, AFL-CIO.

COMPETING IN INTERNATIONAL MARKET

Mr. Wolff. T hank you very much, Mr. Maisel.
I should like to pose one question to all thr ee  of you.
Do you think  American indu stry  is doing sufficient in export 

promotion to compete in the  internatio nal  mark et? We know that  
labor is p repa red to produce that  which is sold in the  inte rna tional  
market. We can’t jus t sell to ourselves  in order to ma inta in a 
favorable balance of trade. Because of the  question  of oil imports 

o into this  coun try and the  like, we have to engage in an expanded
export program.

What about American indus try? Is American industry  as active 
as it should be in the  promotion of American products  abroad?

Mr. Trenz?
* Mr. Trenz. I don’t real ly think  so, because I don’t think  that  

American industry is inves ting sufficiently in upgrading its own 
pla nt productivity, th at  is to say, in term s of a  more effective and 
efficient way in which to do so. That  is w hat happened in the  steel 
industry,  for example.

Mr. Wolff. Isn ’t th at  due to the  struct ure  we have? In other 
words, for the  most par t, it would help both the  machinists as well 
as our abili ty to compete in the  world marke t if the re were a

7 1 -0 2 8  0 - 8 1 20
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greater depreciation allowance availab le to the  American manufac
ture rs, so th at  he would reinvest in capital goods to make us more 
competitive?

The reason the Japanese  a re more productive at times is the fact 
that  they have newer equipment.  We are  opera ting with older 
equipment,  that  is, for the  most part , writ ten off, and yet there is 
not the same incentive to invest in capital goods which would be 
assimilated throu gh the ent ire  company.

SHORTSIGHTED POLICY

Mr. Trenz. Tha t is not the  whole picture , Mr. Chairman. If you 
look at  t he steel industry , you will find th at  some big steel compa
nies, instead  of using the  profits they  made from those steelworks 
at the  time when they had preeminence in the  world market,  and 
certainly in the  U.S. market, instead they  took those profits and 
began to acquire  other companies and it becomes a fad; who is 
going to become the first conglomerate.

They graduated from tha t. Now it became multinat iona l. Every
body wants to join the club. It  becomes a stat us symbol.

Instead of us ing th e profits made from those works to make them 
more competitive so they can maintain that  edge, provide good 
wages and working conditions, at the  same time, good profits in 
terms  of continuing to hold on or  improve the ir share of the world 
market and domestic market, they  went to more attractive, higher 
profit yielding spinoffs and diversifica tion in othe r industries  
which, perhaps, didn’t have this same kind of export impact or 
even danger of import impact at th at  time or at this time. It is a 
shortsighted policy.

If we are going to do more rapid  depreciat ions, we should have 
something to say about where they  are  going to invest the  profits. 
We cannot take  it very simplistically. We have to look at where 
they  are  putting in the money in term s o f diversification.

Mr. Wolff. The othe r electrical equipment being sold by the 
Japanese  in this  market, do they have to abide by the  same U.L. 
standards that  American man ufac turers do?

Mr. Parrington. When they are  installed on a job, they  do. They 
are inspected jus t as well as American made products are. I 
wouldn’t say they pass as many times  as American made products 
do. They are  inferior in many ways. In order  to pass these  things  
that  are  encountered in the  field, they  are inspected with respect 
to body underw riter  laboratories, and the  field of inspection is jus t 
as any manufac turer would be.

I would—your question was: Is the  American industry  progres
sive enough?

From listening to Mr. Messer on the  last  panel, I would say they 
are  making every effort to penetra te the  export  market.  It was 
quite enligh tening  to me to listen  to the  gentleman make the 
statement he did. I am happy to see tha t.

Unfortunately, they had the very things that  are bar riers to us 
that I would like to propose in our direction; tariff s to preven t 
them from going under  competition with our American industry . 
In order words, when they have a very substandard labor, I would 
like to see a tar iff or duty placed on it preven ting direc t competi
tion with American made products.
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Mr. Wolff. Have any of you experienced any  of the  Chinese 
missions coming over here at all?

JAPA NE SE  TRADE MIS SION

Mr. Trenz. No.
I do want  to comment on the  Japane se trade  mission th at  was

* supposed to be here, ostensibly here  to find out whe ther  they can 
buy our spare par ts and so on.

They happened to be meeting in the  same hotel in which we h ad 
our IUE convention. Tha t was in the  middle of September, when

* the re was a great deal of h eat  being generat ed about doing some
thing about the  Jap anese imports.

Lo and behold, they  arrived just at  th at  time,  and they  are  
having  meetings in the  hotel and so forth. The word was th at  it 
was a charade just to take  the  heat off. I believe that  because 
Nissan has been talk ing about  a  truck  m anu facturin g facility. They 
don’t know whe ther  they will do it, whether the  quality is going to 
be good enough, or whe ther  the  labor is stable enough. They keep 
bouncing back and forth. We still don’t have  any  kind of truck 
facility here bui lt by a Japanese concern  to ma rke t a Japane se 
truck.

There are  very few Japanese owned ente rprises,  comparatively 
speaking. My union represen ts one, and  when it came time  for 
expansion—and it is located righ t here in Melville, if you please— 
when it came time for expansion , they didn’t expand in Melville; 
there was prope rty behind  there. I would have  liked to see my 
colleagues building a new plant behind to house th at  addit ional  
production. No; they went down south.  They wen t down to Georgia, 
where they could exploit low wages and so on. They learned pre tty  
fast.

COMPETING EFFECTIVELY

Mr. Maisel. One comment.
What is very distu rbing about  wha t we are  discussing this  eve

ning is the charge of th e American workers are  productively slower 
or they are  not producing enough and  they  are  falling  behind.

The fact is t ha t the  corpora tion th at  designs the  tools, t ha t buys 
the  mate rial, th at  buys whatever equipment is necessa ry to pro
duce the product, and they  haven’t been doing t ha t. They should be 
buying bet ter mate rial.  They should be compet ing more effectively. 
They should be learning  things, but  th ey don’t.

They would ra ther  use wha t they  have. They use the  same
* planks;, the  fault seeming to be with the  Amer ican worker saying 

he can’t produce fast enough. He is lazy and all these  malicious 
charges.

In fact, it is the  corpora tion policy th at  is holding them  back.
» They simply are  not willing to compete because  they would r athe r

buy things overseas, or open up plan ts elsewhere where  the re are  
greate r profits.

Brother Trenz made a strong point. American man ufac turers 
would ra ther  buy  out companies to increase their  profits. It is very 
costly to build plants. It is very costly to get new equipment. It is 
much easie r to buy an establ ished company and  increase  the ir 
profits, and that  is wha t seems to be happening. Big companies are
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getting b igger and bigger, by buying othe rs and buying readymade 
businesses and increas ing profits sharp ly. We a re taking the  bru nt 
of it.

REINDUSTRIALIZATION

Mr. P almer. I have one question for all thre e panelists. There is 
a buzz word going around: “the  rein dustrial izat ion of America.”

In your experience with your managem ents  through the  unions *
you represent, have you ha d one or more discussions with manage
ment on reindustrializa tion of the ir machinery and the ir methods 
of producing?

Mr. Trenz. We haven’t had any discussions as such, but some of *
the bigger companies have invested  in be tte r mach inery  and more 
labor-saving machinery , h igher technology.

While t ha t makes them more competitive , it also means  we have 
less people working there.  It is a  mixed blessing. You wind up with 
fewer people, who, perhaps, a company can afford to pay bett er. I 
don’t know wha t happens  to the  other people who are  now dis
placed by th is technological improvement.

Viewed as a whole, the economy as a whole, if the  profits of the  
companies were directed, you know, the  economy as a whole, the 
industry as a whole, were directed in upgrading the  tota l level of 
the economy and the competitiveness of the  indus try, generally, all 
industry in genera l, we could perh aps create more jobs in the long 
run by ge tting  a bigger sh are of the  m arket, hopefully.

Mr. Palmer. Mr. Maisel?

RELAXING REGULATIONS

Mr. Maisel. I am a littl e suspicious when indu stry  talk s about 
reindustrial ization. I think  wha t they are  really looking for is 
relaxa tion of some of the regulations they complain about.

For example, the  safety on the  job, they  would like to relax  that  
a great deal. They would like to relax some of t he environm enta l 
laws that we have. They would like to, perhaps, go down to the  
minimum wage or below th at  for some of the  newer  workers.

I thin k what they are looking for is deregulation and the  way it 
used to be when they could do any thin g they  wanted. Tha t is w hat 
they call, I believe, the reindust rializatio n. They are  cert ainly not 
looking to spend a great deal of money.

Mr. P almer. Mr. Parrington?
Mr. Parrington. Reindustria lization, and I will stick to the  con

struct ion industry tha t I am familiar  with, in the  p ast 25 years or a 
little more, we have retooled to the  effect that  25 years  ago a man •
did everything manually; he threaded pipe; he did stock and die 
manually; he ben t pipe manually  w ith an hydraulic  bender. He did 
most of the  pushing.

Today, every thing is electric; electric stocks and dyes, electric  4hydraulic benders. The productivity is raised, I would say, in that  
period, about 75 percent  as due to our contractors invest ing in tools 
that  increase the ir productivity. I th ink  i t was a jo int effort of both 
management and labor in our industry  th at  brought it to the  
standard  i t is today.

Mr. Palmer. Thank you, Mr. Cha irman.
Mr. Wolff. Mr. Nelson?
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Mr. Nelson. I had a question. I think  I will ask the  next panel. 
It rela tes to some of the topics we a re discussing.

Mr. Wolff. T hank you very much.
Mr. Parrington. T hank you.
Mr. Trenz. T hank you.
Mr. Maisel. T hank you.

4 Mr. Wolff. The next panel will consist of Mr. Carney, legislative
chairman of local 1104, Communications Workers  of America; Rich
ard  Vette r, president, local 44, Internatio nal  Union of Electr ical, 
Radio & Machine Workers.

Mr. Carney, will you proceed fi rst?
STATEMENT OF JAMES CARNEY, LEGISLA TIVE CHAIRMAN, 

LOCAL 1104, COMMUNICATIONS WORKERS OF AMERICA
Mr. Carney. Tha nk you very much. Firs t, I would like to tha nk  

you for allowing the  Communications Workers to speak at  this  
hearing.

My name is Jam es Carney. I am legislative chairman of local 
1104, Communications Workers of America, representing more 
than  2,000 te lephone workers in Nassau County.

I am appearing  here  this evening to present a stat ement  to this  
committee on behalf of the  vice pres ident of Communications 
Workers of America, Mr. Morton Bahr. Mr. Bah r could not be here  
as he is a ttending  a  meet ing in Buffalo, N.Y. This is his  s tatemen t:

CWA is a dominant organization in the  field of telecom munica 
tions. We represe nt over 600,000 telecom munications  workers 
across this  Nation; 525,000 are  employed by the  Bell System and 
othe rs are in General Telephone, United Telecommunications,  
dozens of independent telephone companies, Western Union, ITT 
World Communications and with a growing num ber of intercon
nects and cablevision employers.

In passing, I migh t say, 4,000 of our members who are  employed 
as workers in the  telecom munications  live and many  work in the  
6th Distr ict in New York.

I point  this  out only to show you that  this  indu stry  is of d irect  
and vita l impor tance to the  economic heal th of Nassau County and 
the  preservat ion of jobs wi thin  t he  county, as well as the  State and 
the  Nation.

IMPORT PENETRATION

We are  deeply concerned with  import pen etra tion  in our indus
try. We point out th at  a major sector of consumer communications 

e  electronics has been lost to imports . Black and white  TV manufac
tur ers  no longer exist in the  United States . We have lost a major 
portion of color TV.

We manufac ture  few radios. We are  losing pocket calculators, 
even with  U.S. firms such as Texas Ins truments  doing final assem- 

• bly in such nations as El Salvador , paying near slave labor wages.
Our industry  is changing dramatica lly. The microchips that  will 

be th at  basis of th e information telecommunications industry  now 
emerging were developed in the  United State s, while we boasted 
the  Silicon Valley in Califo rnia and  the  highly sophist icated chip 
electronic industry  in  Boston and  in  o ther  areas.

We have already exported this  indus try. The Japanese have al
ready taken almost 25 percent of this  market.  We fear, having
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looked at what happened in auto  and  steel, that  the same can
happen in telecommunicat ions.

The computer term inal has ente red  the  office, and soon, the 
home. There is no question th at  much of our man ufac turing— 
whatever present polciy on trade leaves behind—will be computer 
driven from remote  locations. The question is wheth er the  telecom
munica tions equipment will remain here or imported from abroad; rmost likely from Japan,  Korea, or Hong Kong.

The newly deregulated  telephone industry is already a case in 
point. Telephones are  being imported from abroad, as is other 
term inal  equipment. This will be increasingly the  case as manufac
ture rs, United  States and foreign, and of course, the  mul tina tionals ’
seek ou t cheap labor and favorable  tax savings.

We are not only export ing our business  in a basic industry,  we 
are also resto ring the  sweat shops often under the  label of helping 
developing nations.  In the  process, we are, at the  same time, de
stroying  the  basic food producting farm ing in those nations  and 
creat ing massive barrios around t he ir cities.

INTERCONNECT INDUSTRY

The United  States  interconnect indust ry is becoming a massive 
importer . Our people are  finding the  made-in-Japan label on 
almost all the ir equipment. The Federal  Government itse lf is 
buying equipment made abroad.

The case of Nippon Telephone rep rese nts all too c learly  the  kind 
of world we face. Nippon Telephone buys some $6 billion in equip
ment  each year. Despite the  agre eme nt on trade and tari ffs and 
our gent lemen’s agreem ent with Jap an, the  U.S. companies canno t 
even bid on this  equipment despite promises to the contrary.

The Nippon excuse is that  our equipment—even though less 
expensive and bet ter—does not inter-face with  th at  of J apa n; yet, 
our market is wide open to the  Japanese, even under our “buy 
American” laws.

CONSUMER ADVANTAGE

Ju st one word about so-called “consumer advantage”, th e kind of 
verbiage we now hear from the  Fede ral Trade Commission in the 
auto case.

The FTC staff, in that  case, claimed  th at  it will cost the  Ameri
can consumer  some $6 billion ann ual ly if quotas or tarif fs are 
applied to reduce auto imports. Although the  FTC subsequent ly 
reduced that  figure by a substan tial  amount, we s till say nonsense.

We point out that  this so-called consumer advantage usual ly *
vanishes entirely or almost  at  the  ret ail  store  counter, th at  it 
largely vanishes  in  autos at the  dealers.  It comes from the  inflation 
that  follows a  trade  deficit  and a weak dollar. It is paid in the  even 
higher cost of oil, as  OPEC and our domestic producers jack up the  «
price allegedly to offset the impact of U.S. in flation.

It is paid for in taxes to support the  million or more workers 
already jobless from the  impact of imports . Every 1 perc ent of 
unemployment costs the U.S. Treasury alone some $20 billion in 
lost revenues. So much, the n , for consumer advantage.

We point out also the  United  Sta tes  cannot be the  shield of 
freedom if i t loses its basic industry; telecommunications manufac-
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turing, autos, steel, and other.  We cannot live as an effective 
Nation by taking  in each others washing or pressing each others 
pants.

CWA does not seek an end to trade ; th at  would be impossible. 
We do not seek a re tre at into economic or political isolation. Tha t 
also would be impossible and suicidal. We seek, however, fair  t rade 

« rules that  will preserve the  bulk  of U.S. indu stry  here  in the
United States. We point out  tha t, despite the  textbook economics 
being preached in so many quarter s, the re is no such thin g as free 
trade .

4 We point to restr ictions in the  Common Mar ket and a virt ual
impossibility—for many reasons—of pen etratin g the  Japanese 
market.

We also point out that  a study  made by the  Dresdner Bank in 
West Germany not too long ago showed th at  American workers in 
man ufac turin g remain the  world’s most productive.

IMPOSITION OF QUOTAS

We urge the imposition of quotas  on telecommunications  im
ports, enough to preserve the  U.S. industry and jobs while offering 
an incent ive to domestic competition. We recommend self-defense 
aga inst  restr ictions placed upon our indu stry  and in Jap an  and 
elsewhere.

We feel that  t rade, in telecommunications and other indus try, is 
too imp orta nt to the  welfare of our members , other workers and 
this  N ation  to be left to the vagaries of a rigged world market with 
its stateized companies, such as in the  Soviet bloc, government 
subsidized and supported companies, import rest rictions and the  
tender  mercies of int ern ational financiers  and multinatio nal  corpo
rations.

As a great Pres iden t said, it is th e obligation of governmen t to do 
for the  people wha t they  cann ot do for themselves. Government 
alone has  the  power to preserve the  American telecommunications 
indu stry  and jobs, and  other basic U.S. industrie s and the  jobs it 
makes possible.

Tha nk you very much, Mr. Wolff.
Mr. Wolff. Thank you ve ry much, Mr. Carney.
Mr. V etter, you m ay proceed.

STATEMENT OF RICHARD VETTER, PRESIDENT, LOCAL 444, IN
TERNATIONAL UNIO N OF ELECTRICAL, RADIO, AND MA- 

•  CHINE WORKERS
Mr. Vetter. Tha nk you, Mr. Chai rman and members  of the  

subcommittee.
I rep rese nt appro xima tely 1,360 engineers at the  Sperry  plant in 

t Great Neck. I am pres iden t of local 444, IUE. Our members are
painfully aware of the problem of the inability  to even buy Ameri
can goods in many, many uses. Certainly  this  gentleman here  
mentioned many  products; televisions, calcu lators  have become just 
impossible to buy as  American goods.

As far  as the  actu al effect on Sperry, in our jobs, it is a little  
different. The point th at  we find is that  the  foreign trade policies 
affect us more direc tly than  the  imports  themselves.
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Some foreign countr ies require th at  companies receiving con
trac ts must spend the  equivalent in dollars in that  country. They 
also favor companies which have a substantial presence in that 
country, and when workers perform in th at  count ry—like contrac ts 
obtained for th at  company—the employees working on the cont ract 
must be tr ans ferred to th e divis ion of that  country.

We experienced that  in the  last  few years , where  people are 
actual ly tran sfer red  to the other divisions. They lose union protec
tion and, sometimes, some of the benefits. When they  are brought 
back again, they  may lose their  senio rity and everything else, 
depending on how long they have been away. Tha t creates a prob
lem, the  choice of staying  with  the  union or going for ano ther  
opportunity .

It would be far  b etter if they could just be assigned to th at  for a 
period and stay  employed by the  Sperry Division in Great Neck 
and receive all the  benefits.

I think we should examine our policies, therefore, in the  light  of 
discriminating policies of each coun try and insis t they open them
selves to real free trad e before we allow them  to have access to  our 
markets . We cannot have a one-way s treet.

SUB SID IZING INDUSTRY

The J apanese  are  noted for t he ir subsidies of industry to capture  
foreign markets. Our computer indu stry  is now und er assault. Be
cause we do not do a large amo unt of manufacturin g computers in 
Grea t Neck, one of th e divisions of Sperry  Corp., t ha t cert ainly is 
going to be thre atened  and is thr eat ene d by this par ticula r 
problem.

At one time, mili tary  systems were almost exclusively made up 
of components that  were American made and by Americans, which 
was the big thing. The high quality parts  and everything else only 
came from the  United  States. Now, we find th at  many of the  
components of these  mili tary  systems are  coming from foreign 
countries and assembled in foreign countr ies.

We lose the capabil ity here in this  count ry. Some have already 
lost the manufacturing capabili ties to make these  th ings. What will 
happen in time of war? How will we devise the ir par ts for these  
things? How will we actual ly hand le these problems.

It is a big problem tha t should be looked at to see the  extent that  
this happens.

We buy for different systems components for a lifetime supply, 
but  these companies have to repa ir, and  the  difficulty exists when 
the American man ufactur er goes out of business and some Japa 
nese supplier is in business. We can ’t get the  parts ; we have to 
basically jun k wha t is there and buy a Japanese part for that  
part icular piece of equipment.

FOREIGN AN D MILITARY SALES

The other area , of course, is the  are a of foreign and mili tary  
sales. Congressmen in the area took to alerting us to wha t might 
be available in the way of helping  us to sell mil itary systems to 
foreign governments. I certa inly thi nk  in the  longrun we have to 
be considera te of the  fact, as we mentioned here  before, th at  while
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many  times, yes, you can get a component o r product  cheaper from 
a foreign country , and a consumer may say, “Well, it is a savings 
to me”; in the  long run,  he is going to pay out the  difference in 
taxes to pay for those that  a re nonemployed. Tha t is the imp orta nt 
thin g to look at. We have to look a t the  whole picture and not jus t 
the  immediate gain you might think  we are  getting. Tha t is an 

« illusion.
Thank you, Mr. Chairman.

U.S. REQUIREMENTS
1 Mr. Wolff. Thank you.

I would like to point to the  fact that  t he American manufacturer 
mus t operate under minimum wage requirements , must operate 
und er certain occupat ional hea lth standards, and genera lly, cer
tainly, envi ronmenta l standards. Yet, products  we bring  into this  
coun try do not have to operate unde r any  such standards, which, 
while essentia l, also cost a great deal of money.

The U.S. manufactu rer should not have  to compete in the  same 
are na  as others with  no standards, because in effect, this  means 
discr imina tory policy again st the  United States . If we force Ameri
can man ufac turers to observe cert ain requirements , the n the  prod
ucts that  come in here  should be made under the  same conditions. 
Otherwise, the re should be some sort of redress  for us here  in this  
coun try in order to help eliminate  that  type of discrimination.

There is no product here  th at  could be made without obtaining 
minimum wage, and yet, as a resu lt of labor conditions that  exist 
in various par ts of t he world, these  conditions  are  substandard. If 
we ta lk  about the  question  of human  righ ts—I believe the  question 
was addressed to the  a rea  of hum an righ ts before—if we jus t try  to 
upgrade the  wage and labor stan dards of th e people in those other 
countr ies, we are  doing something in order to promote hum an 
righ ts as well as a n economic factor.

Mr. Vetter. Certainly, many  of the  countries in the  east  who 
supply us with par ts are  basically working with  wha t we would 
consider slave labor.

HUM ANE CONDITIONS MUST EXIST ELSEWHERE

Mr. Wolff. In India,  for example, I have seen young children 
working in darkened  rooms because they  have to work with the ir 
hands at making rugs. These children mus t go blind  in a period of 

• 3 to 4 years. It is ju st a circum stance because of th e na ture of the
job th at  they  are  doing and the  fact th at  they  are  denied even a 
window for outside ligh t to come in.

If we really are concerned  with hum an right s, the n I do believe 
a that  we have to attempt, thro ugh  various organizations, whe ther

they be the  U.N. or the  Intern ationa l Labor Organization, in addi
tion to our bila tera l organizations, to insis t on fair  and humane 
labor conditions exist ing where the ir products come into our 
country.

Mr. Vetter. Certa inly,  we impose labor stan dards on our own 
people; certainly  we should insist on some sort  of labor stan dard 
with imported products.
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Mr. Carney. Mr. Chairm an, I agree with you wholeheartedly . I 
believe, without a doubt, that  if foreign manufac turers, given the 
same products, were to produce the ir products with  the  same re
strict ions th at  we have here  in the  United State s with regard to 
environmental control  and safety and every thing else, in my mind, 
there is no doubt, we would be out-producing th em by a far  margin.

Mr. Wolff. Thank you very much.

PROM OTING IND UST RY OVERSEAS

Mr. Nelson?
Mr. Nelson. Since the  AFL-CIO eventually came toge ther  to i

promote the  common good, in listen ing tonight, I find myself won
dering, since we are up against J apa n, Korea, India, and Singapore,
Inc., have we reached the  time where  the  Long Island Federation  
of Labor and the  Association of Commerce and Indu stry  should join 
together in sending  join t delegations to other area s to try  and 
promote trade for Long Island, business  for Long Island?

In a sense, it is the “if we don’t hang together, we will hang 
separately,” argument.

I am not talk ing about an official amalgamation  of labor  and 
management in the  face of overseas competition. Tha t is perhaps 
down the road a litt le bit.

Have we reached the point  where, as union represen tatives, you 
think  it is time that  your union and  the  industry in which you 
work join togethe r to  promote business and trad e for your individu
al indus try, or is th at  down the road?

Mr. Carney. In the  telecom munications  industry,  we are  chang
ing righ t now a t such a fast rate . Everything now is electronic. The 
electronic  age is here.

In communications and in telephones, they  all  used to be done by 
electromechanical switches, and th at  has all gone down the  tubes 
righ t now. We are into the  electronic age, t he transi sto r and every
thing else.

I wanted to say someth ing else: I saw a television program. I 
think it was NBC. I think  the  name  of the  program was “Jap an 
Does It, Why Can’t We”. I found some very interest ing things that 
came out of t ha t program:

First, the  fact that  the  Japanese Government  does subsidize 
many of their  indust ries, which was really shocking to me because 
we don’t do that  here in the  United States. It gives them  the 
oppor tunity to retool an industry that  has already gone too long 
with the machines that they have, or to s tart new indu stry  on that  
kind of a basis. «

I also noticed that  they  have an enti rely  different approach to 
the  worker and what  goes on in there, and they  are  more involved 
in a collective group in service, quality, and productions, concerns 
which we do not have here. kHere in the  United  States , we find th at  most business is produc
tivity. Everything is productivity. What is going to make  the 
profit? Then, as I believe was said before, they  take—as Mr. Trenz 
said before—they take the profit instead  of reinvesting it to revi tal
ize the company. They ta ke that  money and diversify.

It is a shame t ha t happens. That is a major problem.
Mr. Wolff. Mr. Vetter?
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REINVESTIN G PROFITS IN THE UNITED STATES

Mr. Vetter. I don’t think th at  would apply to us in par ticu lar.
I would also like to confirm the  fact th at  it appe ars to us th at  we 

in the  United  State s are  leaders in technology in semiconductors  
and every thing else; th ere  is no question about  it.

Then, by assignin g th at  technology overseas, and building plants 
and investing the  money to build plants, th at  money will not be 
reinvested  in our own plants . Certainly, wha t is necessary in any 
system of modernization or whate ver, you have to have rein vest 
ment. Tha t investme nt is no t being made. It is being made by other 
companies here, being used to invest  for t he ir benefit.

Now th at  they  are  makin g the  money there , they  have res tric 
tions. It stays there. It doesn’t come back and get reinv ested  here. 
It is very  ser ious.

IMPROVED CONDITIONS IN THE UNITED STATES

Mr. Wolff. The more I thi nk  of this  proposal th at  I have jus t 
laid down, I have been thinking about this for a long time, about  
the question of unf air competit ion coming from foreign products 
because of a dispa rity in wage levels. The more and more I thi nk  of 
it, it seems to me th at  if the  Unite d State s is engaged in a tru e 
hum an right s program , the n the  whole question of working  condi
tions, labor standard s, and the  like mus t be considered when we 
consider the  whole are a of h uma n rights.  It is not just the  quality, 
but it is the qual ity of the  w orking conditions as well.

This Nation improved and bui lt a Nation th at  is admir ed by all 
because of wha t the  unions have done to improve the  working 
conditions of people. The sweatshops th at  existed in the  world or in 
this Natio n were done away with  in most cases. I guess they  still 
exist in a few places in this  country.

The mere fact th at  we upgrad ed labor, increased the  conditions 
and the  lifestyle of individuals, and if we are  to do this, it is not 
jus t the  question of political freedom, not just the  questio n of 
tre atm ent in jail s or places of incarcera tion, but  in places where  
people live and in the  places where people work.

I jus t wan t you to know th at  if I got nothing else out of this 
hear ing tonight, it was an insp irati on to go fu rth er in this  par ticu 
lar  area. I thi nk  it is one are a where we reall y can utilize  the  
committee th at  is involved here,  which is a Committee on Foreign 
Affairs, and diploma tic relat ions  as well as the  economic area.

Thank you, gentlemen .
Mr. V etter. Tha nk you.
Mr. Carney. Tha nk you.
Mr. Wolff. Our  final  panel is the  panel on textiles: Mr. Joh n 

Girolamo, president, local 129, Int ern atio nal  Ladies Garmen t 
Workers Union; and Mr. Art  Gundershe in, director, Inte rna tion al 
Trade  Affairs, Amalgamated Clothing  and Textile Workers Union.

We have been talk ing  this  evening  about mostly hardware . I 
think  we should now ta lk  a  litt le bit about software.

Mr. G undershein, do you w ant  to proceed first ?
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STATEMENT OF ART GUNDERSHEIN, DIRECTOR, INTERNATION
AL TRADE AFF AIR S, AMALGAMATED CLOTHING AND TEX 
TILE WORKERS UNION
Mr. Gundershein. Thank you very much, Chai rman  Wolff, for 

the introduction and for the  opportuni ty of having these  hearings 
,to hopefully crea te a bet ter understanding of the important situ a
tion within the  community here. Fran kly,  having hear ings outside ♦
of Washington, I th ink,  is a much more delightful idea.

Many Congressmen overlook the virtues of thi s process. It ought 
to be practiced to a  much grea ter  ex tent.

Our union, the  Amalgamated Clothing and Textile Workers 4
Union, represen ts mainly workers in the  apparel  and texti le fabric 
industry.  Ju st recently , with a new merger, we now represen t 
people who make shoes.

We have been concerned with the  import problem now for over a 
qua rter of a  century and, for us, the  trade issues have become as 
vital as negotiating  be tter  s tand ards  of working and income for our 
membership.

If I could, Mr. Chairm an, I would like to actually have  my 
statement ente red into the record and summarize  i t for you, ra ther  
than reading i t in its e ntire ty.

I also ask the  record be kept open. Some of the additional tables  
and figures I wanted to present, I couldn’t br ing them  w ith me this 
evening because our office has jus t moved. We have jus t reinvested 
in New York City, by the  way. We didn ’t leave the  city. We 
completely renovated our headqu arte rs from head to foot. We just 
reentered our buildings, and I am afra id the  packing  crat es are 
still packed.

If I can, I will send them to the committee.
Mr. Wolff. They will be put in the  record.
Mr. Gundershein. You a re very well aware of the problem of the 

shift from domestic manufac turin g to overseas production  in the  
textile and apparel  field. It has  been now almost a quart er of a 
century since the  U.S. Government has  been so concerned w ith the 
disruptive  effects of imports from Asia and other countries that  
they felt they  had to ent er into this  kind of trad e res tra int pro
gram to rectify the  situation.

We have now had, for 23 years, both voluntary and very stric tly 
implemented agreements of one kind or other to control world 
trade on texti les and appare l. The firs t agreement was negot iated 
in 1961. The short -term cotton text ile arra nge ment expanded  into 4the long-term cotton textil e arrangemen t.

Finally, in 1973, it included all major  fibers in texti le and app ar
el production.

The United States now has some 20-odd direct bila tera l quota 
agreements, and I will get into discussion of th at  in a moment. 4

One of the more interesting points that  ought to be brought out 
is the  fact that  our problems in the  late  1950’s and early 1960’s 
were the same Asian nations that  we still have today. Economic 
theory tells us that  countries sort  of have a ladde r of progression 
and development. They started in soft goods industrie s and, then , 
move out and do other kinds of things.
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ASIAN PROBLEM

It doesn’t seem to work quite th at  way, because the  same basic 
countries, Hong Kong, Korea, Taiwan, and Jap an,  who made up 
the  major ity of our import problem a quart er of ce ntury ago, still 
make up t he majority of our problem.

There  has been a sligh t shift, of course. Jap an  is no longer our 
number one supplie r. It is very quickly being replaced by Hong 
Kong, an d now, the People’s Republic of China. Other than  tha t, it 
is the  same basic group of nations that  present  us with our prob
lems.

I We add to that  the  surround ing natio ns of Singapore, Macao,
India, Malaysia, and the  Philippines, our problem in text iles  and 
appa rel is basical ly a n Asian problem.

The story is quite similar in shoes; 3 y ears  ago, when Pres iden t 
Car ter was required to take import control action subsequent  to a 
finding of injury by th e Internatio nal  Trade Commission, he simply 
negotia ted two order ly market ing quota  agreements with  Korea 
and Taiwan th at  covered close to  two-thirds of al l shoe imports in 
the  United States.

The reasons these quota  agreements and res training agreements 
are  so absolutely vital  comes to the  issue th at  has been raised time 
and time again  this  evening; obviously, the  issue of jobs, employ
ment, and livelihood.

The text ile and apparel  indu stry  is still  the  largest manufactur
ing employer in the  United States; somewhere close to million 
people still ear n their  livelihood through  it, par ticu larly here in 
New York State, which is still the  largest single sta te in term s of 
the  numbers of people in this indus try. The late st figures we have, 
which are  a couple of y ears  old, is close to a quart er of a  million 
people in New York still  e arn  th eir  liv ing in this  industry.

If you count  the  neighboring Stat es of New Jersey and Pennsyl
vania,  there are  over ha lf a million people who are  dependent on 
the  prosperity of the  text ile and apparel  indus try. The jobs pro
vided in this  industry  are, in a sense, irreplaceable .

ENTRY INDUSTRY

Ours is a n ent ry industry where  prior  skills and literacy are  not 
required. It has  been and  still  has the  major  opportunity of work 
available for all those who have suffered  a disadvantage in our 
society.

The workers in this industry,  for example, are  mainly first- 
4 generation immigrants. They are  disproportionate  from the  minor

ity groups. Over ha lf have no high school education. Women have 
found i t as the ir prim ary work  opportuni ty.

Factories are  overwhelmingly  concentra ted in the  center cities 
a  and  in the  small, one-industry  towns. When these  people are  put

out of work, what  can they do and where can they  go?
To suggest, as we hear all too often in Washing ton these  days, 

maybe they  can be retr ained,  retrained for other job alte rnat ives , 
somehow our members  have a g rea t disbelief in tha t.

Can we realist ical ly assume they will be made skilled mechanics 
in order  to assemble  airp lanes in Seatt le for Boeing, or are  they 
going to be acco untants for gian t oil companies in Houston? These
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are preposterous proposals. There are  really no alte rna tive  job 
opportunities for them,  and nobody has reali stica lly faced that 
problem.

Many people have mentioned the  fact th at  we a re the  one lucky 
industry in a sense th at  we have quota  agreements and res traints 
on t rade and have had for several years. Unfo rtunately, the  agree
ments are  not as effective and don t work in the  manner in which *
we though t they would work, as many of us would like to see.

The problem is that  the  internatio nal  ground  rules for textil e 
agreements  allow a  minim um growth  rat e of 6 percent for export
ing countrie s w hether the re is a  recession in the  U.S. marke t or no 
recession. That  growth rat e is compounded year after year. *

There  are  flexibilities of provisions which allow them  to shift 
between products and so to sor t of compound their  quotas in a 
man ner so they  can come to dominate individual markets very 
quickly.

Third, because of his torica l experience and the  way these  agree
ments  have been negotia ted, the  simple quota  numbers themselves 
are in many cases enormous and allow tremendo us quantities to 
come in, far more than our marke t could reasonably bear.

TEXTILE AGR EEM ENTS

The Car ter adm inis tration frankly adm itted  the  problem in the  
textile  a rrangem ents  as they  existed when the  P resident took office 
and took some steps, I must say, to ins titu te a new program to 
make the  system work a litt le bett er. The Pre side nt promised to 
get the  bila tera l agreements we have with  the  major  exporting 
countr ies to be tightened  signific antly  to do away with  many of the 
flexibility and growth provisions th at  had been put  into them. He 
committed himself to res tra ining many of the  new countries that  
are ente ring  our marke t in enormous numbers, par ticu larly in the  
People’s Republic of China.

On t ha t program, he has sort  of had a mixed record. There have 
been some significant changes in the  agreements with  the  major 
export ing countries and  the  People’s Republic of China  has just , 
within  the  last  few weeks, been put  on under a quota  agreement.

There are several aspects  of the  adm inis trat ion’s program that  
have not been fulfilled, and we are  still seeking a fulfillment of 
tha t, and as one of my firs t recommendations for the  evening, I 
would suggest that Congress here would play a role in urging  the  
administ ration to fulfill the  remainder  of the commitments :

The concept of a global evaluation of imports, the  idea that  
mandatory growth rates be changed in such a way so as  to have a *
look at  the  imports from all countr ies, and that  if one wants to 
make provisions for the  very, very poor count ries who deserve and 
need special considerations, th at  ways ought  to be approached to 
reduce the quotas of those who have too great a portion of our i.
market.

The othe r major area where the  adm inis trat ion committed itsel f 
and has  not fulfilled to the  degree we had expectations of was t ha t 
imports would somehow be b roug ht in line with the  growth or the 
lack ther eof  of our own domestic markets.

In other words, for example, if the sh irt or blouse indus try, had a 
very good year, the  imports could share in tha t. If they  had a very
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poor year  and a great downturn, as the re has been this  last  year,  
they would likewise have to suffer the  same consequences our 
domestic suppl iers would have to undergo.

MULTIFIBER ARRANGEMENT

Finally , I would urge, probably the  most impor tant  thin g is the  
basic inte rna tional  agreement , the  mult ifibe r arrangement, comes 
up for renewa l next year. The adm inis trat ion is in the  middle now 
of developing its position for renewal of the  MFA, and the re are  
some very imp orta nt changes th at  have to be made in the  basic

* ground rules  cover ing imports into this  country.
Members of Congress, such as yourself, who have been very 

concerned about  the  impac t of trade, par ticu larly on this  indus
try —I must  pare nthetically  say, by the  way, we apprecia te your 
concerns over these  many  y ears—it is vita l you keep a close wa tch 
on the  executive branch as it formulate s its position and as it 
proceeds with the  negotia tions next  year .

If for any reason the  negot iations for renewal are  not successful, 
I think  it would be absolu tely incumbent upon Congress to act 
swiftly in legisla ting special import control author ity  for the  Presi
den t that  would be s ort of an  addition to, or outside of, t he current 
powers that  he has within the  Trade Act of 1974 and the  Agricu l
tura l Act of 1956.

No nation,  no locality, be it Long Is land or New York State , can 
exist without cer tain  basic man ufactur ing industries , and those 
have to be maintained by wha tever means are  necessary. It is only 
thro ugh  vigilance and it is only through  the  idea of preserving the  
dignity of work for people in the  community th at  our members  see 
as the ir own salva tion in term s of their  continued hope for the  
future.

Tha nk you.
Mr. Wolff. Mr. DiGirolamo?

STATEMENT OF JOHN DiGIROLAM O, PRESIDENT, LOCAL 129, 
INTER NATIONAL LADIE S GARMENT WORKERS UNION

Mr. DiGirolamo. Mr. Chai rman , distinguished committee, my 
name is Joh n DiGirolamo. I am dist rict  man ager of the  Nassau- 
Suffolk Distr ict Council of the  Inte rna tional  Ladies’ Garmen t 
Workers Union.

Our union, as is well known, is composed of workers from a 
variety of backgrounds representin g a cross section of many nation-

• alitie s and religions. Our members are  80 percent female, who are  
often the  heads of households.

Many of these workers , whose families or who themselves came 
to this  c ountry  to  build a secure  life, now find the ir jobs threat ene d 

3 or being washed away by imports , oftentimes originating from the
former homelands.

On Long Island  alone, since 1977, hundreds of members  in 22 
union  garment factories were certified by the  United States Gov
ernment to receive trade adjustm ent assistance to help allev iate 
the  crippling impact the  imports have had on the ir shops. Eight  of 
these shops are  still  opera ting. Thei r workloads have been cut 
sharply. Four teen have been forced to close the ir doors.
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Our concern with the subject of imports,  however, extends  
beyond the effect upon our members  of Long Island or in the  whole 
of New York State.

LOSS OF 1 0 6 ,0 0 0  JOBS

In 1973, employment in the  product ion of apparel  and related 
products provided jobs for 1,438,000 workers in the  United States.
By 1979, this  number had decreased by 106,000. Over the  same •
period, ou r unio n’s resea rch dep artm ent  estim ates that  the  volume 
of apparel imports approximate ly doubled, b ringin g in the  r atio n of 
imports to domestic production  to  50 percent.

Moreover, th is loss of 106,000 jobs na tionwide does not include an t
additional loss in the potential jobs th at  would have been availab le 
were i t not for an  increase  in the  level of imports.

As grievous as this loss is for garment workers, the  damage 
extends throughout our economy.

The Federal Government has recently  estim ated that  for every 
1,000,000 unemployed, the  Treasury loses $20 billion in revenue 
and expenditures for unemployment insurance, food stamps, wel
fare, and rela ted programs.

For the  106,000 jobs lost since 1973, an ann ual  cost to the  Gov
ernm ent would come to $2 billion, 120 million.

To this, we must  add the  loss to the  private sector economy 
which resul ted because the  wages of the se 106,000 workers were no 
longer available to purchase homes, cars, appliances, and many 
other items.

This loss of consumption no doubt cont ributed to the  job  loss in 
othe r industries.

There is also a vicious social cost. According to the 11th Report 
of the National  Council on Economic Opportunity , published in 
Jun e of 1979, a rise of 1 percent in unemployment in the  United  
States  is responsible for a rise of 3.4 percent in admissions  to 
psychiatr ic institutions, of about 4 percent in suicide, of 2 percent 
in deaths  from cardiovascular  and  renal diseases and cirrhos is of 
the liver, 4 percent in Sta te prison admissions, of 3.8 percent in 
homicides, 5.7 percent  in robberies, 2.8 percent in larcen ies and 8.7 
percen t in  narcotics  a rrest s.

Equally distressing, however, have  been the  responses of many 
so-called expert s to the  problems associated with  the  imports from 
low-wage nations.  When we were firs t confronted with the  rising 
tide of app arel  imports, we were advised there were oth er ways to 
cope ra ther  tha n throu gh import restrictions. It was suggested our 
indus try should become more competit ive with these other nations .
in terms of wages and productivity. This recommendation was 1

based on the  questionable premise th at  free trade would resu lt in 
every nation producing only what it could turn  out best and 
cheapest.

t
COMPETING WIT H FOR EIGN LABOR

Let us examine, however, a  few facts. A sewing machine opera tor 
in the United States  earn s on the average of more than  $5.00 per 
hour, while workers performing ident ical labor in most exporting  
areas earn but  a small fraction of this  amount; much less tha n 
$1.00 per hour  in Hong Kong; less tha n $.40 per hour in Taiwan,
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Korea, or Singapore; around $.20 per hour in India and even less in 
Sri Lanka.

For garm ent workers in the  United State s to compete with such 
wage levels, even taking account of minor productiv ity differences, 
would call on them  to turn  out five to thirt y times more work per 
hour tha n the ir counter par ts in export ing countries, or to reduce 

I* the ir wages to something near $.75 per hour. Clearly, nei ther alt er
native is feasible.

Other proponents of unrestr icted trade have suggested that  i f the  
hands of A merican workers canno t be more nimble tha n those of 
workers in low-wage countries, why then can we not compete by 

’ relying on our highly advanced technology?
Even in the  less developed countries, appa rel production is car

ried on by using the  same current state-of-the-a rt technolgy as used 
in the  technologically developed nations.

For that  mat ter,  such technology is frequent ly implanted the re 
by American man ufactur ers of appa rel or by gian t U.S.-based 
chain  stores. In addition , an internat ionalization of capi tal and 
manager ial skills make wage rate s the  only factor  of competitive
ness in apparel manufacture.

EXPL OITA TION OF FOR EIGN WORKERS

Not only does this  result in loss of job opportuni ties for Amer i
can garm ent  workers, it contributes to the  continued exploitation 
of workers  abroad.

Each developing nation which relies upon the  export of apparel 
and other products of labor-intensive manufa cture feels compelled 
to mainta in low wage rates so the  advantage  will not shift  to 
ano ther third world country where workers e arn  even less.

If we examine the  s tatu s of workers  in Taiwan, Korea, and Hong 
Kong, or in the host of similarly  s itua ted nations, we find th at  they 
labor unde r abominable conditions. In each case, th eir  gove rnments 
pursue policies which res tric t the  righ ts of worke rs to organize and 
seek a bet ter  life. This is done to assure th at  wages rema in artifi - 
cally low.

Yet, these  facts do not deter the  believers  in classic free trade 
from p utting forward the ir advice, however unrealistic.

If garment workers and the ir employers  find it impossible to 
compete with low-wage areas of t he world, they  say, so be it. The 
displaced workers, they  allege, could find other jobs in plan ts pro
ducing shoes, electronic assemblies  or other light  manufac turin g 
industries where the  required skills are  roughly comparable with 
those called for in the  making of apparel.

Yet, time and again,  we find that  these industrie s which are  
presumably expected to furn ish alte rna tive job opportuni ties are 
also afflicted with the  same sickness as we are; they  are  losing 

5 the ir jobs in the  wake of growing imports from low-wages areas.
Confronted with this  fact, the  proponents of free trad e suggest 

that  people displaced by impor ts in the  labor-intensive sectors 
move themselves into the  capita l-intensive  sectors of our economy 
such as steel, auto or the  like.

Here  again, the  advice fails on many counts. Workers in many 
capita l-intensive industr ies have also been displaced by imports  
from the  low-wage countr ies. Mul tinational corpora tions play a

7 1 -0 2 8  0 - 8 1 - 2 1
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significant role in this development by the ir exports of technology, 
capital , plants, equipment, and manager ial skills from t he indu stri 
alized countrie s to the less developed ones.

OCCUPATIONAL ADAPTABILITY

Those who suggested that  garment workers get employment in 
capita l-intens ive plants ignore ano the r fact. Occupat ional adapt- *
ability is far from perfect.

During the  w ar on poverty in the  1960’s the Federal Government 
attempted to provide tra ining which would upgrade the  skills of 
unemployed and displaced workers through a variety of Federa l t
programs. It should be noted th at  the  economic conditions  at tha t 
time were much more favorable  tha n now. Economy was growing 
more quickly, inflation barely existed  and energy  was cheap. And 
yet, the  average unemployment f igure was a round 4 percent  during 
this  period. Real employment was probably closer to 6 percent, 
owing to such factors as invo luntary part- time  work, discouraged 
workers, and undercount ing in minority  areas.

The lesson from t he war on poverty is c lear. If we are  to achieve 
and mainta in full employment, our economy must  provide for a 
full range of job oppor tunities which would take into account the 
full range of worker s skills. We have to take  into accoun t the total 
weight of all the  consequences which would occur if we were to 
allow t he continued erosion of a basic indu stry  such as ours, which 
provides a large number of jobs to people for whom few alt ernativ e 
job opportunities  exist.

Tha t is why, in the  national intere st of t he  United States, it is 
essential to adopt a rat ional trade  policy for all of U.S. industry .
The cen tra l feature of this  policy would be negot iated import  
quotas with  America’s trad ing  par tners. Such quotas  would link 
increments in import  levels to increments in domestic demand. The 
init ial level of import quotas  must follow for the  maintenance  of 
job opportun ities for al l Americans .

Import restrictions  alone, do not provide a long-term answer to 
the  problems of the garment indu stry , nor the  American economy 
as a whole. Clearly our Gove rnment must  move forward  rapidly  
with a comprehensive plan  for the rein dustrial izat ion of the  United 
States. Import restrictions , however, play a key role in this  process, 
for without them, the  basic fabric  of the  American economy will 
continue to weaken and reindus tria liza tion  will become an  impossi
ble goal.

Thank you very much.
I would like to add one th ing. *
I have brought quite  a few of our members with me, jus t a 

handful in comparison to all the people th at  have lost jobs in the 
apparel trade.  The people s itting right here, have all lost the ir jobs 
or have been slowed down by the  imports. l

COMPETING WITH OURSELVES

Mr. Wolff. T hank  you, Mr. DiGirolamo.
One factor, I thin k that  one of the  great problems that  I have 

seen over the  years is th at  our  AID program, Agency for Int ern a
tional Development, one of the major  projects they  were engaged in
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was to set up text ile operations and ready-to-wear opera tions in 
various places of the  world. This was labor-intensive activity , and 
we promoted th at  type of competition.

I don’t know whe ther  or not th at  exists any longer. It seems to 
me with wha t you have said tonigh t, the re should be a prohib ition 
on the pa rt of AID for going into th at  type of program. I thi nk  if 

I we should only help the  developing nations by going into programs,
th at  a re not competitive to o ur own.

Mr. Nelson jus t remind ed me th at  in our hear ings next  Febru
ary, th at  we hold on AID, I plan to introd uce an amendm ent to 

|  that effect, because I do think th at  someth ing like th at  is protec
tive of our indus try, and yet, is not an onerous type of protectio n. 
It merely shifts  the  burde n of producing other types of mer chan
dise t ha t is non competi tive to t he American.

MOST-FA VORED-NATION STATUS

I have one point th at  I would like to make. We have a trad e 
policy now th at  gra nts  “most favored nat ion ” stat us to countries. I 
think it is about  time  th at  we adopted, perhaps, a thi rd  tie r of 
relationships on tra de  policies of a “nearly  most favored nat ion ”, if 
you wan t to call it tha t, to tak e into accoun t those natio ns th at  
engage in wha t could be considered unf air labor practic es in com
petition  w ith the  Americ an marketplace .

I think it is about  time  th at  the re was something between this 
“most favored nat ion” or not favored at  all.

Mr. Gundershein. I would like to comme nt on th at  absolutely 
terrif ic idea. If you are  able to convince the  Sta te Dep artm ent and 
the  other people responsible for foreign policy considerations, it 
would be marvelous.

There is something  you can do rathe r quickly. There is, as  I have 
spoken of before, the  general ized system of preferences.  Ther e was 
a program adopted as pa rt of the  Trade Act which presum ably 
allowed the  poorer natio ns of the  world entry  into the  market, 
encouraged  t hem  to indust rialize.

As a consequence of th at  encouragement, one of the inducements  
was the  gra ntin g of no duties  when the ir products  came in. The 
countries eligible for GSP now include countries th at  ought not to 
be.

There  ought to be some system of g radu ation . At wha t point do 
you no longer become a poor coun try and become an advanced  

4 country , if you wan t to call it tha t, or nearly developed coun try?
Par ticu larly , since the  overwhelming amo unt of th at  program is 
really utilized only by five countries.

It is used by Hong Kong, Korea, and Taiwan. Those three them- 
1 selves g et 50 percent of al l entr ies coming in. If you add Brazil and

Mexico, you are  up to 70 percent .
With five countr ies, all of whom have per capi ta incomes, and 

part icularl y segmen ts of industr ies such as the  garm ent indu stry 
and text ile indu stry  th at  is as developed as any count ry around the 
world, taki ng special advantage of this  duty-free  entry , we jus t 
thi nk  t her e ough t to be an  estim ated  g radu ation out of tha t.
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IMPORTS FROM EAS TER N EURO PE

Mr. Wolff. How do you account for the  large part of the men’s 
wear coming in from some of the  Iron Cur tain  countries, Yugosla
via, some from Czechoslovakia, Hunga ry and Romania?

Mr. Gundershein. There  are  basically two reasons for th is. One,
Eas tern  Europe has tradition ally  been a producer of men’s ta ilored  *
apparel, which includes suits, overcoats, sports coats, and so on.
Tha t is an industry  that  has been long established there, and 
there fore the  skills are the re and the  tra ining is availab le for 
people entering the industry and so on.

Really, I th ink  th e more important factor goes to th e relat ionship ’
of Eas tern  European countr ies with Western European countries.

Western Europe  has a system of what they  call outward process
ing, somewhat simi lar to our 807 program. If you take  the  fabric 
and ship it to Romania, Yugoslavia, or an Eas tern  Europ ean coun
try, it is the n cut and sewed into a man’s suit, retu rned back to 
France or Germany. There  is a much lower duty rate or no duty 
rates ; part icularly  if it  goes from Eas t Germany to West Germany, 
it comes in duty-free and then is shipped  out.

We have discovered many French designer names, for example, 
who have those wonderful Yves St. Lau ren t and Christian  Dior 
products made in the Eas tern  Europ ean countr ies and shipped out 
as though they  were made in France .

AGREE MENT WITH THE PRC

Mr. Palmer. I have a question for the  panel concerning the 
People’s Republic of China, with whom we have recen tly signed 
agreements, both concerning texti les and importation of various 
types of ready-to-wear clothes, et cetera .

Do any of you have any comments on those agreements from the  
standpoin t of your industries?

Mr. DiGirolamo. One of the  things th at  Pres iden t Carter man
aged to do with some of the  imports from China was keep a lot of 
these  imports on the docks ra ther  than  having them  released and 
flood the country . They are  going to come through, but they  are 
being released gradually , from w hat I unders tand.

Maybe Congressman Wolff could add more to tha t. This is my 
understanding.

Mr. Wolff. Could you rep eat the  question?
Mr. DiGirolamo. On the  imports from China, Pres iden t Car ter 

has held back a lot of th ese imports, ra ther  t han  having them  flood *
our country. They were kept  on the  docks in the  U nited  State s and 
are gradually being released.

Mr. Wolff. I cannot inform you on tha t, except to say that  we 
recent ly had the  signing of the  trade  agreements , the  series of I
trad e agreem ents with the  People’s Republic of China.

TEXTILE AGREEM ENT

Mr. Nelson. In general,  on this problem, it is a classic case of 
conflict between jobs and trad e policy, how that  can conflict with 
other so-called “national interests” versus “stra tegic  interests.”

As the chai rman has said many  times, in Washington, the 
United Sta tes ’ pursu it of relations with China is being used as a 
larger struggle , part of a larg er struggle with the  Soviet Union.
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In the  las t 2 or  3 years, when you met with a Chinese Embassy person, the  f irst  thing they  ta lked  about was the texti le agreement.  They wanted to know when the  a greement would be signed so they could star t selling. They were using that  as proof of perform ance on norma lization of rela tions in many ways. The specific issue of textil es kind of got lost in the  l arge r issue.
t Mr. Palmer. My question was addressed to Mr. Gundershein .How do you react to the  agreem ent; if it is not someth ing that  affects you for th e time  being, so be it?

Mr. DiGirolamo. It hasn’t affected us yet, but I have a terr ible. fear, once China sta rts  releas ing its imports into this  country, weh are  ju st going to  be drowned out. We will be inundated with work.Our people will be sitti ng by idly. I dre ad it.
I know the re has to be a cer tain  amount of import-export. I dread  the  fact th at  t here is going to be a possibility of just  flooding the  country with  garmen ts.
Mr. Wolff. I would just like to say, one point th at  I found in China is that  the ir labor  rate s are  unbelievably low, but  the ir prices are  unbelievably high. Although they  are  a Communist nation , we could learn from some of their  marketing  techniques, because wha t I saw in the  making, th at  I rela ted at  one time  at Jim  Trenz’ meeting, I saw some blown glass being made. It looked like what  you’d see in  Venice.
They were paying $0.07 an hour  for labor. The vase th at  was made took about 15 minutes  to make. The labor cost of it  couldn’t have been 3 cents—they used sand as a  basic igredient.
When I went into the  store, it was $14. They have a profit motive there, obviously.
Mr. Gundershein. In response to your question of China, I do know the  agreement intimately . The basic react ion is th at  it is absolutely imp orta nt th at  China was put  und er a bila tera l agree ment,  fundamentally important, and th at  the  Pres iden t did accomplish; and the  five items that  were put  under the  quota  agreem ent, while the  numbers were a littl e bit high, it did really serve the  purpose of preve nting a disaster  from occurring. The Pres iden t really ought to be given full credit.
As my bro ther here mentioned, the  fact th at  embargoes were kept on products for a 2-year period in order to encourage them  to come to the  negot iating  table and to, frank ly, come with a reasonable position—one of t he reasons it took so long to negotiate th at  agreement,  the  Chinese had absolu tely preposterous  figures in terms of what they  though  an agreement ought to consti tute.

QUOTA ITEMS

Having said tha t, the re is a remaining problem. Only five items are  unde r quota. Those are  the  five items that  they  were shipping 1 as of 1V2 and 2 years  ago.
China  has approximately  20 times the  productive capacity  of Hong Kong, Korea and Taiwan put  toge ther  at  the  present time because of the  domestic marke t and by the ir ba rte r agreements  which they  are arrang ing  with  various apparel  companies around the  world.
Tha t enormous capacity is now very quickly spreading into other products. There are  some, literally,  dozens of o ther garm ents  that  now China is, all of a sudden, sta rtin g to send in. In a short  time of 2 months, the re has been a tremendous  skyrocketing, for example, of wool sweaters that  never  appeared before. We have res traints,
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quotas on cotton shi rts from China, but  we don’t have manmade 
fiber. We have synth etic fiber.

There has been a tremendous shift  into the  sythe tic fiber shirts .
The real test  will come on whether the  adm inis tration will move 
quickly to negotiate quota  limi tations on every produc t as China 
becomes a major factor in our market. Tha t still is, frankly, an 
open question.

Mr. Wolff. T hat  is a ve ry good point. *
COOPERATIVE AR RANG EM ENTS

Mr. Gundershein. I would like to address the  question of labor »
and industry  cooperation, the  question of productivity and efficien
cy, becoming more competitive.

I must say, somewhat in distinction to our prio r trad e union 
colleagues, our two unions have been heavily involved in this for a 
couple of years. To us, it is a very imp ortant  aspect.

You canno t simply ask the  Governmen t to take res tra int  action 
to keep out things,  because you have an equal obligation to make 
your own industry  as  eff icient and competitive as possible.

We have set up a cooperative arrangement,  sor t of 50-50, with 
our industry  colleagues and  the union  through  a  nonprofit corpora
tion and with some Government funds to do all of those things that  
are  necessary to make  o ur industry as competitive and as viable as 
possible.

We have used Dep artm ent of Labor funds in term s of try ing new 
workers and trying to develop new tra ining  methods which will be 
faster and will encourage more people to stay  in the  indus try, to 
produce turn over rates.  We worked very closely with the  Depart
men t of Commerce and the  National  Science Founda tion on a 
whole range  of technological improvements  in this  industry  and 
the  in troduction of those new technologies into our indust ry.

At the  same time, I mus t say, with  cert ain obligations on the  
pa rt of the  companies, und erta king to mainta in people on the  
payrolls and to ma intain  the ir wage levels, so we are not—we 
believe very strongly th at  the re is no—you cannot use the import 
restr ain t program to mainta in an inefficient and backward 
industry.

We take  some pride in this  program. For us, it has been a very 
useful exercise, and frank ly, it has had a num ber of othe r r amif ica
tions  t ha t in the  long term will be very beneficial.

Mr. Wolff. We than k you all for part icip atin g in this hearing  
tonight.

I mus t say to all of our witnesses, you have provided us with  a I
very  good body of information to add to th at  which we have al
ready taken in the  previous hearings, and to add to the  hum an 
dimension, to something th at  we feel is tota lly necessay to assess 
thi s pictu re in its tota lity.  (

We thank you very m uch for appearing here  this evening.
If there are  no fur the r questions  by the  panel, the committee 

stan ds adjourned at this  point. This committee will make a formal 
report to the  Congress. This hear ing will be included in the  formal 
report .

[Whereupon, at  10:50 p.m., the  he aring was adjourned.]



APPENDIX 1
Estimated F iscal Impact  of 500,000-Unit  Restraint  on Auto 

Import
If 500,000 fewer autos had been imported in 1980, U.S. governments would have saved over $2.14 billion in first year lost revenues and increased spending. We estimate a budgetary impact of $2.07 billion for the Federal government and $0.07 billion for S tate governments.
These estimates consider reductions in personal income taxes, corporate income taxes, Social Security taxes, unemployment insurance premiums and sales taxes, as well as increases in Trade Adjustment Assistance, unemployment insurance, Food Stamps, Medicaid and welfare payments. Also considered is the increase in revenue from tariffs.
These es timates  a re in two part s. The first is an estimate of the first year  costs to the government for each thousand workers laid off; the  second is an estimate of the number  of jobs which would have been saved during 1980 from a 500,000 unit  res tra int  on auto imports.
The estimates include the effect of reduced auto production on industries which supply components and materials to the auto indus try but do not consider the secondary effect of auto unemployment on other sectors of the  economy.
This secondary effect includes both the effect of decreased consumption by unemployed auto workers and suppliers  and the  costs of income suppor t for indirectly affected households. For example, AFDCU rolls (and State  General Assistance rolls) increase dramatically  when there is unemployment  in the auto  industry . The families cla iming these benefits are laid off because of the decline in spending in other  sectors by auto workers and suppliers or because they cannot compete for jobs with higher skilled laid off workers. Thus, increases in first year costs for the Food Stamps, Medicaid and welfare programs were actual ly much grea ter than those included in these estimate s.1

These are  estimates of first year  costs only. They do not consider future year costs, which would resu lt from structura l change in the U.S. auto industry caused by cur ren t increased imports and which would affect additional  groups of workers.
PART i:  SA VI NG S PER THOU SAND  WORKERS

There are three  categories of laid-off workers who create public costs as a resul t of abnormal levels of auto imports:
(1) Employees of auto manufacturers  who were laid off as a direct result of increased imports. Federal costs include the ir TAA/UI benefits and the ir unemployment benefits2 as well as lost income and Social Security taxes and UI premiums. Their level of TAA benefits makes them ineligible for Food Stamps, Medicaid or welfare payments. State  costs include lost income and sales taxes.
(2) Employees of supplie r firms laid off as a direct result of increased imports. They are  not eligible for TAA, but Federal costs include employment benefits and lost taxes. Since unemployment benefits are  lower than TAA, and since some of these workers exhaust t hei r unemployment benefits before being reemployed, Federal costs also include Food Stamps, Medicaid and welfare payments. State costs include lost income and sales taxes, and Medicaid and welfare payments.
(3) Employees of auto manufacturers  who were laid off, not because of import competition, but because auto sales have slumped as a result of general economic conditions. Although these workers receive unemployment benefits and pay less taxes, these government  costs were not created by the  rise in imports and, the refore, are not included in these estimates. However, the increases in auto imports in 1980 led DOL to determ ine that  rising auto imports had contributed importantly to

1 One ind irect cost—the  effect  of reduced au to worker consumption on sta te sales  tax  revenue—was easy to calc ula te in the time ava ilab le for t his ana lys is and  is included. A sm all offset to decreased spending  by U.S. work ers occurs  because a frac tion  of the  increase d reve nue  of foreign au to producers is spe nt on U.S. goods and  services—both auto components and oth er U.S. exports .
2 UI premiums and  benefits,  including the State  share, are considered pa rt of the  Federal  budget , despite  S tat e control over premiu m rat es  and benefit levels.
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reduced produ ction  in th ei r plan ts, and  thi s th ird  categ ory of work ers became
eligible for TAA benefits. Thu s the diffe rence between unemployment bene fits and
the  higher TAA benefits is a relevant  cost which  would not have occurred  if impo rt
levels had been 500,000 un its  lower and is included. Such determ ina tions are  re tro 
active a nd are expected to cover vir tua lly  a ll aut o pla nts  in  1980.

Alth ough corpora te income taxes and tar iffs on impo rted  autos are related to 
sales ra th er  than  employme nt, we have expressed the m on the  basis  of cost per 
thou sand work ers to make it possible to rel ate  the  est ima tes in Par t I to differen t 
assu mpt ions  abou t n umber  of  layoffs. j
Category 1: Au to workers reemployed as a resu lt o f import rest rain t

Assumptio ns
Average earnings before layoff were  $430 per  wee k.1 Typica l fami ly is husband,  

wife, and two child ren.  Fifty-five  perce nt of fam ilies  have  oth er earnings,  averaging «
$159 p er week. 2 ’

Number of weeks unemployed  will be 34,3 and  earnin gs af ter  reem ployme nt will 
be the  n ati onal average manufac tur ing  wage,  or $269 per  week.
Fed era l costs per worker: Amoun t

Lost Fed era l income tax  *.......................................................................... $3,135
Lost social security ta x 5 ............................................................................ 1,828
Lost unemploym ent insurance  p remiu m 8 .............................................  20
UI be ne fi t7 .................................................................................................. 4,406
TAA b en ef it8 .............................................................................................. 4,740

Total per  w orke r.................................................................................... 14,129

Federal costs per  1,000 w orke rs ........................................................... 14,129,000

Sta te costs per  worker:
Lost S tat e income ta x • .............................................................................. 446
Lost S tat e sales  tax  18................................................................................  156

Total per  w orke r.................................................................................... 602

State  costs per  1,000 wor ker s................................................................ 602,000
1 Ford ’s Mahwah, N.J. assembly plan t pay roll  divided by the num ber  of workers. Consistent 

with  D epa rtm ent  of  Labor da ta on a vera ge hou rly wages in the auto industry .
’ Current populatio n survey d ata  fo r f irs t q ua rte r o f 1980.
’ Estim ate  of Trade Adju stment Assistance Adm inis tra tion  of num ber  of weeks auto workers 

on p erm anent  layoff will receive TAA.
• Assumes lar ge r of standa rd deduction o r i temized deductions of 23 percent of income. Income 

is not high enough to trigger  tax ation  of UI or TAA ($25,000 for ma rri ed  filing jointly).5 12.26 percen t of  firs t $25,900.
8 Based on nation al average premiu m of 3.9 percent,  paid on fir st $6,000 of each  workers ’s salary  in most State s.
7 $136 per  week, based on DOL Febru ary  sta tist ics  for maximum  benefits  for Sta tes we are  

using  to rep resent auto manuf acturing and  sup plier States: Michigan (weighted .5) and Indiana,
Ohio, New Jersey , Pennsylvania and  Missour i (weighted  .1). This weighting syste m is used for 
all fu rth er calc ulations based on Sta te information. Assumes 80 percen t of workers a re  in States 
with extended  benefits and  20 per cen t exhau st their benefits after 26 weeks. As of Ju ne  13,
1980, of the  States listed  above only  New Jers ey  did not have  ex tended benefits.

• Auto w orkers will receive the max imum bene fit, which is t he  difference between the  nat ion
al average ma nuf acturing wage a nd the worker’s unemploym ent benef it.

• Based on information from ACIR on effective rat es  for rep resent ative State s.
18 Based on info rma tion  from IRS on sales  t ax  rat es  for rep resent ative States. Assumes ha lf of 

decline in af ter  tax  income which results  from layoff is reduction  in savings and  ha lf is I
reduction in consum ption, of which 75 percent is subject to sales tax.
Category 2: Suppliers  reemployed as  a result o f import restraint 

Assumptio ns
Average week ly earnings before layoff  were the  nat ion al average  ma nufac tur ing  

wage, or $269. (
Typical family is husband,  wife, and  two children.
Fifty-five perce nt have  othe r earn ings, ave rag ing  $159 per week.
Average num ber of weeks unemployed will be 34, and  weekly ear nin gs aft er 

reemployment will be $269.
Fed era l costs per worker : Am oun t

Lost Federal income ta x ...........................................................................  $876
Lost social  s ecurity  t ax .............................................................................  1,122
Lost UI pr em iu m ....................................................................................... 20
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Federal costs per  worker: Am ount
UI ben ef it 1 ................................................................................................. 3,272Food s tam ps bene fit 2 ................................................................................. 315Medica id bene fit (Fed eral share) 3 ...........................................................  25AFDCU benefit  (federal  share) 4 .............................................................. 20

Tota l per wor ke r.................................................................................... 5,650
i Federal costs per  1,000 w orke rs ........................................................... 5,650,000

State  costs pe r worker:
Lost St ate income ta x ................................................................................ 204Lost St ate  sa les ta x .................................................................................... 59|  Medicaid benefit  (S tate sha re) .................................................................. 22
AFDCU benefit  (S tate  sha re) .................................................................... 17

Total per  w orke r....................................................................................  302
Sta te costs per  1,000 wo rke rs................................................................ 302,000

1 $101 per week, based on weighted average benefit for represenative States. Assumes 80 percent of workers are in States with extended benefits, and 20 percent exhaust thei r benefits after 26 weeks.
2 Average assumes 45 percent have second earner and receive UI for 34 weeks, 35 percent have no second earner and receive UI for 34 weeks, 10 percent have second earner and no UI weeks 27-34 and 10 percent have no second earn er and no UI weeks 27-34. Also assumes participation rate  of 65 percent, which is national average.3 Average assumes only 10 percent of workers are eligible and partic ipate only during weeks 27-34, when they have no second earn er and exhaus t thei r benefits. Average benefit level $58 per week, and average Federal share (53 percent) are derived from program information on medicaid benefits of current AFDCU enrollees in re levant States.4 Averge assumes only 10 percent of workers have no second earn er and exhaust thei r UI benefits. Half of these families live in States tha t have AFDCU programs, pass the assets test and claim the ir benefits. (Assumes average Federal share of AFDCU cost in relevant S tates is 53 percent).

Category 3: O ther lai d o ff  auto workers 
Assum ptio ns

Number of weeks unemployed will be 34 for perm anent layoffs and  5 for  i nte rm ittent  layoffs. Forty  percen t of layoffs will be perm anent and  60 perc ent  int ermi tte nt.  Eighty-f ive perce nt laid off workers will be covered by TAA.1
Net TAA benefit  is $133 per  week (diffe rence betw een TAA and  UI).

Fed era l costs per  worker: Am ount
TAA b en ef it................................................................................................  $1,877Tota l Federal cost per  1,000 worke rs..................................................... 1,877,000

Savings  Not Directly Related to Reemployme nt

Lost Federal corpor ate  income tax per  ca tegory I worker 1........................ $5,599Offsetting revenue from tar iffs on imp orts  2 .................................................  2,558
Net F ede ral cost per  w orke r................................................................. 3,041Lost State  corpora te income tax  per  w ork er .................................................  933« Federal cost per  1,000 w orke rs............................................................. 3,041,000Sta te cost per  1,000 w orke rs ................................................................. 933,000

1 Assumes 13.33 autos not produced for each laid off worker and not sold at average retail price of $7,000. Federal tax obligation estimated  a t 6 percent of sales, and S tate tax obligation at 1 percent of sales, based on national  income accounts, Ju ly 1979.3 2 Ad valorem tari ff of 2.9 percent on $6,000 car.

1 Estimates from Trade Adjustment Assistance Administra tion.
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Part II: J obs Saved as Result of 500,000 Unit Import Restraint

Import res traint (uni ts)..............................................................................  500,000
Increase in U.S. auto production 1 (units).............................................. . 450,000
Number  of auto worker jobs saved as a resu lt of import res traint

(category 2)2 ............................................................................................  34,000
Number of supplier jobs saved as a result of import res trai nt (category

2)3 ............................................................................................................. 68,000
Number of other auto lay-offs (category 3)4 .................................................. 591,000

1 Assumes 90 per cen t of impo rt purchases replace  new U.S. produced autos and  10 percent 
replace  de ferred purchases or used c ar purchases.

2 Assumes each  a uto  w orker produces 13.33 auto s per year.
3 Assumes 2 sup plier jobs for every  auto worker job. This is a conservative  est ima te, since

DOL input-output ana lysi s suggests the  r ati o is closer to 3 to 1. .
4 Assumes 250,000 long-te rm or permanent layoffs in 1980 (averaging 34 weeks) and  370,000 $

sho rt-t erm  layoffs (averaging 5 weeks) for a total of  625,000. I f 34,000 jobs are  saved, thi s leaves
591,000.

CONCLUSION: ESTIMATED COST OF AUTO IMPORTS TO FEDERAL AND STATE GOVERNMENTS
[Dollars in millions]

Category of workers
Other costs Total

1 II III

Number of worke rs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34 ,000 68 ,00 0 59 1,00 0 - ‘ 34 ,000  ....

Federal costs:
Lost revenues. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1 69 $137  .. .. $1 03 $409
Ul. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150 223 .. .. 373
TAA.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161 $1 ,109  . 1,270
Foodstamp, medicaid and we lfa re. . . . . . . . . . . . . . 255 .. .. 25

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48 0 385 1,109 98 2,077

State costs:
Lost revenues. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21 1 8 .. .. 32 71
Medicaid and we lfa re. . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 .. .. 3

Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21 21 0 32 74

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501 406 1,109 130 2,151

1 Category I.

V
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APPENDIX 2
Text and Explana tion  of Senate J oin t R esolution  193

Whereas, the President should be able to negotiate  agreements with foreign 
governments to relieve foreign penetration of the United State  automobile and 
truck markets , notwithstand ing any proceeding pending before, or investigationf being conducted by, th e United States Internat iona l Trade Commission, and

Whereas, the Congress intends to remove any potentia l obstacle to such negotia
tions, without prejudicing the Pres iden t’s right to conduct such negotiations under 
other provisions of law: Now, therefore , be it

Resolved by the Senate and House of  Representatives o f the United States of  
America in Congress assembled, Tha t (a) the  P resident may, whenever the President 
determines such action approporiate, Negotiate with representatives of foreign gov
ernments in an effort to obtain agreements limiting the  export from such countries, 
and the importa tion into the United States, of automobiles and trucks, enter into, 
and carry  out such agreements. The authority  provided by the preceding sentence, 
and any agreement entered into pursuant to such negotiations, shall expire on July  
1, 1985.

(b) The President shall seek information and advice from representat ive elements 
of the  private sector, including representatives of consumers, with respect to negoti
ating objectives and bargining positions before enter ing into an agreem ent referred 
to in subsection (a) either  in  accordance with section 135 of the Trade Act of 1974 or 
in accordance with such o ther  procedures as the Pres ident may establish.

(c) The President is authorized to issue regulations governing the entry or with
drawal from warehouse of such automobiles or trucks to carry out any agreement 
referred to in subsection (a).

Sec. 2. No action (including agreem ents between or among private parties) take n 
pursuant to an agreement referred to in subsection (a) of t he first section of this 
join t resolution that  is necessary to carry  out obligations undertaken in connection 
with the agreement (as determined under regulations prescribed by the Attorney 
General  after consultat ion with the Secretar ies of the Treasury and Commerce) 
shall be treated  as a violation of any law of the United States.

This join t resolution would have the force of law once it passes both houses of 
Congress and is signed by the Presiden t.

This resolution is a carefully  tailored one. While it would allow the President to 
begin immediate discussions with the Japanese  that  could lead to an orderly mar 
keting agreem ent temporarily  reducing Japanese  imports, it would not direct the 
Pres ident to enter into such negotiations or give him new powers to impose quotas 
unila teral ly.

The preamble of the resolution would establish that  it is the  inte nt of Congress:
First, to permit  auto trad e negotiations with the  Japanese even while the  Inte rna 

tional  Trade Commission proceeds with its investigation , and
Second, not to prejudice the  question of whethe r or not negotiations on an auto 

import agreem ent could be conducted under any other Presidentia l powers.
Subsection (a) of the first  section would give the  President authority to negotiate 

i with foreign governments  to obtain impor t res tra int  agreements on cars and trucks.
* That  authority and any agreement  would expire on J uly  1, 1985, thus  limiting any

import reduction to the period vitally  needed to convert the U.S. auto manufactu r
ing facilities to the production of highly fuel efficient cars and trucks.

Subsection (b) would required the  President to consult with interested parties in 
the  priva te sector before entering  into any agreement. The President could use the

) system of trade advisory committees that  has been established under section 135 of
the  Trade Act of 1974, as amended, or a less formal procedure  if that  is more 
appropriate.

Subsection (c) would enable the President to implement any agreement  by author
izing him to regula te the  introduct ion of foreign cars into the  U.S. market in 
accordance with the term s of th at agreement .

Section 2 would exempt the act of entering into an auto export agreement, and 
any such action that  the Attorney General  determines is needed to implement such 
an agreem ent, from an tit rust and other laws of th e United States. This is in tended 
to prevent the  implem entation of an  agreement from being delayed by court suits.
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APPENDIX 3
American  Motors Position P aper on the  State of the  U.S. 

Automobile  Industry  in  1980
This paper describes the  present state  of the U.S. automotive indust ry and Ameri

can Motors in particu lar. It was p repared  to help members of Congress understand 
the external forces which have impacted the U.S. automakers, the indus try’s re- ||
sponse to these factors and remaining unresolved issues.

Events of the past several months have affected American Motors adversely.
Depressed sales have resulted in record losses and large layoffs. This has severely 
affected AMC’s ability to raise new capital  at a time when unprecedented expendi
ture s are required to develop new more fuel-efficient vehicles. Positive government 
actions are suggested, and your support is requested.

I. THE PRESENT STATE OF THE U.S. AUTO MOTIVE IND UST RY

The U.S. market for new automobiles and light trucks has been subjected to a 
number of severe pressures in th e past year  or so:

Economic recession;
High inflation rate;
Escalating gasoline prices;
Gasoline shortages caused by misallocations;
Precipitous decline in consumer confidence;
Severely restric ted credit availability ;
Continuing depreciation of the U.S. dollar.
As a result, an increasing number of U.S. car buyers have turned to small fuel- 

efficient vehicles. Accordingly, imported vehicles, principa lly Japanese, have 
achieved an increased share of the U.S. reta il car market, now second only to GM:

U.S. AUTOMO BILE RETAIL MARKET SHARES
[In percent]

Model years GM Ford Chrysler AMC Imports Total

1976............................... 46.8 23.4 12.8 2.6 14.4 100
1977............................... 46.7 22.0 11.3 1.9 18.2 100
1978............................... 46.9 23.3 10.3 1.6 17.9 100
1979............................... 47.0 20.8 9.4 1.3 21.5 100
1980 August YTD.................. 46.2 17.3 7.1 *1.4 28.0 100

1 1.8 percent if 31,383 4-wheel-drive Eagle automobiles are included.

The increase in market share  of imported four-wheel-drive trucks is even more 
significant, having grown from 3 percent in 1976-77 to 17 percent currently.

U.S. 4-W D LIGHT TRUCK RETAIL MARKET SHARES
[In percent]

Model years GM Ford Chrysler AMC I.H. Imports Total

1976................... 44.0 23.7 10.6 14.7 4.4 2.6 100
1977................... 41.3 23.7 12.7 15.0 3.7 3.6 100
1978................... 37.5 30.8 8.5 14.4 3.5 5.3 100
1979................... 33.6 29.4 7.6 15.7 2.6 11.1 100
1980 July YTD......... 30.0 28.1 6.1 15.8 3.1 16.9 100

As a result, estimated 1980 model domestic automobile uni t volume has declined 
29 percent since 1978, while imported uni t volume has increased 29 percent as 
shown below. For four-wheel-drive vehicles, 1980 domestic volume is off 47 percent, 
while imports are up 138 percent during  the same period.
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MODEL YEAR UN IT SALES VOLUMES
[In thousands]

1976 1977 1978 1979 1980 estimate

Automobiles:
Domestic. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,489 8,997 9,257 8,603 6,600
Imp orts. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,424 1,995 2,016 2,359 2,600

Tota l. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9,913 10,992 11,273 10,962 9,200

)
4-WD vehicles:

Domestic. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  592 707 956 857 504
Imports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16 26 53 107 126

Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  608 733 1,009 964 630

The d ramatic drop in demand for U.S. vehicles comes at a time when the industry needs to raise an estimated $80 billion to finance new 1981-85 model products required  to sa tisfy the American car buyers and meet federally mandated emission, 
safety and fuel economy requirements. Such massive investments would be difficult to raise even with normal sales and profit levels, but U.S. automakers  cu rrently are faced with the worst f inancial year in t hei r history.

Net losses by GM, Ford, Chrysler and AMC in the A pril- June  q uar ter totaled $1.5 billion, and  to tal losses for 1980 likely will amount to $3 to 4 billion.
Indefini te layoffs by the U.S. automakers  were 250,000 in late August (more than one-third of all workers in the industry). An estimated 600,000 additional layoffs have occurred in  industr ies dependent on vehicle production.
Six assembly plants, four car company supply plants  and 85 outside supplier plants have permanent ly closed.
1,139 domestic car dealerships have closed the ir doors since last September.The recen t shift away from domestically produced vehicles to imported vehicles was triggered, at least in part, by the higher perceived fuel efficiency and the alleged bet ter quality  of imported vehicles. While in the past, imports may have outperformed U.S. vehicles in fuel economy, the new 1980 and 1981 models offered by U.S. carmakers  are fully competitive. Nonetheless, another thre e years or so is required for the U.S. manufac turers to completely change over production facilities to new more fuel-efficient vehicles.
Foreign cars, par ticularly  the  Japanese, excel in “fit and finish” which has led buyers to believe they must  be of a higher quality and therefore more durable. To the contrary, data  indicates that  the scrappage rate of domestic cars is lower th an imported vehicles.
For example, as shown below, 21.5 percent of all seven-year old imported cars have been scrapped compred with only 16 percent  of the  U.S. cars. Or put another way, 78 percent of seven-year old imports survive seven-years of use versus 84 percent  of U.S. cars.

CU MU LA TIV E CAR SCRAPPAGE RATES

t

[Average rates July 1, 1970 to July 1, 1979]

Vehicle age
Percent of initial registrations scrapped

U.S. cars Import cars

1. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.1 0.52. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.9 1.63. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2.5 4.04 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.2 6.7
5. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6.6 9.86 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10.3 15.17. . . . . . . . . . . . . . . . . . . . 16 0 21 58. . . . . . . . . . . . . . . . . . . . 24 3 29 29 . . . . . . . . . . . . . . . . . . . . 35 3 39 310. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  48.6 48.2
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II. AM ERICA N MOTORS’ STATUS

Like the othe r U.S. auto manufac turer s American Motors is exper iencing signifi
cant losses in 1980. The Company reported  a record loss for its third fiscal quarter  
(April-June), and a record loss is expected for the total fiscal year. In addition,
American Motors’ lenders recently limited its $150 million credit line to $90 million 
and a pledge of corporate assets as collatera l. American Motors’ plan ts are operat
ing a t about 50 percent capacity. The Company has responded appropriately in the 
circumstances to deal with current problems and protect its long-term viability. .

Short-term actions to reduce corporate losses include a  13 percent reduction in the  I
salaried workforce, a $60 million reduction  in 1981 fixed costs and a significant 
reduction in  1981 non-product related capita l expenditures.

The company’s agreements with Regie National des Usines Renault provide for 
reciprocal distribu tion of products worldwide and for American Motors* manufac
ture of a new family of Renault-designed, fuel-efficient, front-wheel-drive cars at its {
Kenosha, Wisconsin facilities in mid-1982. Renault is providing $150 million in 
financing to American Motors for this project through a combination of equity, 
convertible subordinated debentures  and subordina ted debentures.

In addition, AMC will expand its successful line of four-wheel-drive Eagle auto
mobiles and  redesign its Jeep product line to increase fuel economy and efficiency.
AMC’s corporate average fuel economy for 1981 will be 1 mpg over the  s tanda rd for 
passenger cars and 4 mpg bet ter for four-wheel-drive vehicles. By 1983, AMC’s 
passenger cars will achieve a CAFE of 31 mpg, a full 5 mpg over the standard .

Capital to implement American Motors’ futu re product programs must  be gener
ated from profitable operations or from exte rnal  sources. Cur rent  operating losses 
imperil the ability to att rac t outside capita l and place future product programs at 
risk at the  very time such programs need to be accelerated to assure  the future 
viability of the Corporation.

In response to th is problem, a tempo rary bridge loan was negotiated recently with 
Renault to supplement the residual bank financing and to permit American Motors’ 
product development work for 1983-85 models to continue unhindered until  a new 
long term financial structure is put  in place this  fall. Such a stru cture will require 
the continued support  of Renault and the  Company’s lenders.

III. OUTLOOK

Despite the current depressed state of the U.S. automotive industry, the outlook 
for the 1980’s is positive. The majori ty of the  passenger car fleet needs to be 
replaced in the next 5-7 years. The U.S. automakers  are in the process of converting

E reduction facilities to supply the  vehicles required, but the  conversion is hampered 
y unresolved issues including:
Restricted capital availability;
Continued Japanese import thre at;
Continued flow of regulations;
Recession and high inflation;
Uncer tain U.S. energy policy;
Inadequate availabi lity of retail  and wholesale credit.
While these issues confront the ent ire domestic indust ry, AMC is constrained in 

its response by its relative size and limited resources. The Renault-AMC relation
ship was forged to enable the  company to continue to compete effectively in the 
small car market in spite of AMC’s own relative ly limited resources.

The company’s strategic plan assumes a strengthened relationship with Renault  
and includes:

Continued production of current  models.
Development with Renault and production in the U.S. of a new, fuel-efficient i

front-wheel-drive subcompact carline in mid-1982. *
Development of a new generation of  Jeep vehicles.
Continued expansion of four-wheel drive Eagle automobiles.
Continued importation of low volume specialty Renault vehicles.
Expanded international presence, part icularly  increased U.S. exports.
Expansion of AM General ’s government  vehicle business. 7
Continued jo int programs with Renault overseas, including a joint manufacturing  

venture in Mexico which will resu lt in additional jobs for AMC’s U.S. operations.
Unfortunately, the unresolved issues noted above may jeopardize the Company’s 

ability, even with expanded involvement with Renault , to at tra ct the necessary 
external  financing a t thi s time. Certa in government actions would be helpful.

IV. RECOMMEND ATIONS  FOR GO VERNME NT ACTION

The following priority government actions are suggested.
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1. An arran gement, hopefully voluntary , should be concluded to reduce Japanese  
passenger car imports  substant ially  for two years.

2. The light d uty truck  (cab-chassis) tar iff  of 25 percen t should be re tained and not 
reduced in amount.

3. A refundab le Investment Tax Credit with full credit  applicable to assets 
having a useful life of three years or great er should be enacted to provide assistance 
in meeting futu re capital requirements. The U.S. Treasury should reimburse corpo
rations for tax credits that  cannot be utilized in periods of losses.

|  4. The financial community should be encouraged to cooperate with automobile
manufacturers  in making additional  funds ava ilable for fu ture  programs.

5. The Automobile Fuel Efficiency Act of 1980 should  be enacted.
6. Special emission regulations for high alti tude and special California vehicle 

exhau st emission standards  should be eliminated.f 7. Proposed 1983 and subsequent model y ear light duty truc k exhaust  emission
standards and related cer tification procedures should be deferred  indefinitely.

8. Additional U.S. export incentives should be established.

v . SUMMARY

The domestic automobile indus try is essential  to the well-being of the U.S. econo
my, affecting about one of every six jobs in the  U.S. The threat s to the indu stry  a re 
real and capable of  inflicting severe s truc tura l damage if not  met by positive action. 
The recommendations listed above will help counter these  thr eat s and prevent 
irrep arab le harm to  the industry.

Completion of th e indu stry’s changeover to new products will make available to 
the  public highly fuel-efficient vehicles, stabilize employment  and reta in jobs for 
American citizens. With your understanding and cooperation, and that  of the  f inan 
cial community, AMC is confident  th at  the challenge will be met.

O
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